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Cordell Hull’s Argentine Policy 
and Britain’s Meat Supply 


By E. Louise Peffer* 


Argentina’s September 1955 revolution which unseated Pres- 
ident Juan D. Perén called to mind the revolution of June 1943, 
which paved his way to power, and Cordell Hull’s attempts to 
change its course. The Secretary of State had hoped that the 
1943 revolution foreshadowed a rupture of Axis-Argentine re- 
lations and a return to more cotdial relations between the United 
States and Argentina than had been possible with Ramon S. 
Castillo, the overthrown president. 

United States relations with Castillo’s predecessor, Roberto M. 
Ortiz, had been more amicable than with any Argentine president 
for decades. Attempts of the Roosevelt adminstration to relax the 
embargo on imports of meat from countries where hoof and 
mouth disease was endemic had allayed some of the hostility of 
Argentines generally toward the United States. The coming of 
war had had a momentary sobering effect on the rivalry between 
the two countries in the inter-American system, especially on the 
question of neutrality. In the Buenos Aires Conference of 1936, 
the United States had pressed for neutrality legislation similar to 
its own, which called for a cessation of trade with all belligerents, 
whereas Argentina favored neutrality and trade. At Panama in 
1939 the United States accepted the Argentine position. In ad- 
dition, it indicated that it would assist those American republics 
whose economies were dislocated by the war and transfer air- 
planes, naval vessels, and other military equipment to them under 
lend-lease to help build up their defences against possible aggres- 
sion from outside the hemisphere. 


* The author is Associate Economist, Food Research Institute, Stanford 
University. 
1 Cordell Hull, Memoirs (New York, 1948) II, p. 1378. 
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The amicability was short-lived. Ortiz was forced by illness 
to relinquish his duties in June 1940, and a year later his office, 
to Vice-President Castillo who was not friendly toward the United 
States to start with. Furthermore, he looked upon the militant 
neutrality of the United States on behalf of the United Kingdom 
as tantamount to challenging the Axis powers to attack and, in 
case they did, he apprenended that the United States would expect 
the other American republics to adhere to the several declarations 
of hemispheric solidarity to which they had previously subscribed. 
When events supported his forecast, he was able to frustrate 
Sumner Welles’ attempts at the Rio de Janeiro Conference of 
January 1942 to obtain adoption of a resolution calling upon the 
member countries to sever diplomatic ties with the Axis powers. 
All Welles was able to gain without sacrificing the show of a 
United American front was a recommendation that the American 
republics break with the Axis. According to Welles, this amount- 
ed to substantially the same thing as a call for a unanimous break,’ 
and Hull set out to make it so, although the situation in Argentina 
did not augur well for his success. 

Castillo immediately announced that Argentina would remain 
neutral.* In Rio de Janeiro his foreign minister approached 
Welles with an application for the materiel of war which he 
had promised the member republics, interpreting Welles’s com- 
mitments as binding whether the country broke with the Axis or 
not. The United States made such transfers contingent upon 
prior implementation of the Rio recommendation.* Thereafter, 
while Hull’s Argentine policy was directed toward inducing Ar- 
gentina to relinquish its neutrality, Castillo’s policy was to obtain 
arms for Argentina, but without sacrificing Axis ties. 


The British and Argentine Neutrality 


One of Castillo’s strongest arguments in defense of Argentine 
neutrality was the attitude of the British government. Attitudes 


2 Cordell Hull, Memoirs, pp. 1144-50; Sumner Welles, Time for 
Decision (New York, 1944 pp. 232-233; Sumner Welles, Seven Decisions 
That Shaped History (New York, 1951 pp. 102-120. 

’ Ysabel F. Rennie, The Argentine Republic (New York, 1945) 
p. 294. 

4 Welles, Time for Decision, pp. 228-229. 
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toward neutrality are subjective.’ The United Kingdom saw no 
danger to itself in Argentine neutrality. In the two years during 
which the United States served as “the arsenal of democracy,” 
Argentina had functioned as Britain’s frozen meat locker. Con- 
trol of the sea lanes of the Atlantic by the Royal Navy assured 
the United Kingdom of the bulk of Argentina’s surplus meat and 
other needed foodstuffs, and on credit; Argentine neutrality 
therefore posed no problem. On the other hand, Argentina's 
need of the United Kingdom as an outlet for its meat and other 
products made the Castillo government neutral toward that 
country. It was neutral against the United States, however. Hull 
became convinced that Castillo and his government were tacitly 
pro-Axis, and that the Axis missions in Argentina operated as 
headquarters for espionage and subversion in Latin America 
without interference from Argentine officials, and sometimes with 
their connivance.° The British regarded Hull’s concern on this 
score as alarmist. 

Castillo and the Axis propagandists played upon Britain’s fail- 
ure to support the United States. When Hull brought this to 
British attention in December 1942, he also furnished evidence 
that coded messages covering the movement of cargo vessels from 
the River Plate were being transmitted from stations located on 
Argentine soil to German submarines and raiders operating in 
the South Atlantic. His Majesty’s Government promptly issued a 
statement deprecating Argentina’s failure to honor its inter-Amer- 
ican commitments. Privately, the British ambassador to Argen- 
tina informed Castillo that unless the transmitters were silenced, 
“the scarcity of shipping, and particularly of refrigerated ships, 
would make it impossible for Britain to go on receiving Argentine 
products.” Whereupon the stations were ordered closed. 

The implications of the incident were not lost on Hull. In- 
tractable as Castillo was to pressures from the United States, he 


’ The phrasing of this paragraph was suggested by the following 
passage quoted from The Economist, June 16, 1956, p. 1076: “‘neutrality 
is inherently subjective. (Mr. Khruschev, incidentally, has told M. Pineau 
that he will tolerate a neutral Germany but not one that is ‘neutral against 
Russia’). Neutrality is, moreover, the natural attitude of any society that 
perceives no danger to itself.” 

6 Hull, Memoirs, pp. 1380-1381. 
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responded quickly to the implied threat that the British outlet for 
Argentine meat might be lost. Hull promptly proposed that the 
United Kingdom postpone conclusion of the bulk purchase meat 
contract then under negotiation until Castillo halted Axis activities 
in Argentina.” Hull could quite properly do this since the United 
Kingdom was no longer negotiating on its own account, but for 
the United Nations. The United Kingdom acceded to his request. 


The Neutrality Issue 


Chile was the only other Latin American nation which had 
clung to neutrality and its neutrality likewise made it ineligible 
for U. S. assistance. As in Argentina, Axis espionage and propa- 
ganda were directed by the German embassy and missions 
located in the country. Aroused public resentment against Nazi 
subversion in January 1943 provided the Chilean government 
with a justification for abandoning the neutrality which had be- 
come an economic liability. Argentina was left as the only 
country in the Americas where the Axis was now openly repre- 
sented.® 

The German chargé d'affaires in Argentina had reported to his 
government in September 1939: “Overall sentiment in Argentina 
is at present anti-German for ideological reasons and as a result 
of enemy propaganda, but [the country} will remain neutral as 
long as possible because of materialistic considerations.” No 
one understood or appreciated German policy except “a few 
intellectuals in the army and in business who are reasonably 
familiar with European issues.”® Certain of these favorably dis- 
posed Argentine citizens became intermediaries between the Ger- 
mans and Castillo and encouraged him to approach Germany for 
the military aid denied to Argentina by the United States. While 


7 Hull, Memoirs, 1409-1410. 

8 Lawrence Duggan, The Americas: The Search for Hemisphere Se- 
curity (New York, 1949) p. 90; E. O. Guerrant, Roosevelt’s Good Neigh- 
bor Policy (Albuquerque, 1950) p. 181; The Economist, January 23, 
1943, p. 102; The Economist, January 30, 1943, p. 142; Harry Bernstein, 
Modern and Contemporary Latin America (New York, 1952 p. 561. 

® U. S. Department of State, Documents on German Foreign Policy: 
1918-45, Series D (1937-1945), Volume VIII, The War Years, Sep- 
tember 4, 1939-March 18, 1940 (Washington, 1954) pp. 157-158. 





ARGENTINE POLICY 7 


these negotiations were moving ahead, materialistic considerations 
had created dissatisfaction in the top echelon of the army over 
Castillo’s intransigence toward the United States, which kept 
Argentina from receiving the type of supplies which were con- 
tributing to the growing industrial and military might of Brazil. 
Brazil had even begun to play the Good Neighbor to Paraguay 
and Bolivia, always regarded by Argentina as belonging to its 
sphere of influence. Whatever its sympathies in the war, the 
army rated military assistance from the United States as impera- 
tive to redress the balance in Argentina’s favor. This was one 
of the tinders that sparked the revolution of June 1943." 
General Pedro P. Ramirez,. president in the provisional gov- 
ernment gave U. S. Ambassador Norman Armour to understand 
that the break with the Axis would be made by August 15, and 
this accounted for Hull’s early optimism about the new regime. 
Within a month of the revolution, however, the influence of a 
strongly nationalistic, pro-Axis clique of colonels was increas- 
ingly noted. Earlier promises of constitutional guarantees were 
withdrawn, press and radio communications were circumscribed, 
and anti-Semitic, pro-Axis expressions were unrestrained."* What 
had happened was that the intermediaries for the Nazis with 
whom Castillo had been treating had made contact with the 
Ramirez administration, and the prospect of obtaining arms from 
Germany made the conditions attached to U. S. aid less acceptable 
than they had been earlier. The German intermediaries were 
assured that Ramirez “had no intention of severing relations with 
Germany,” that he would “postpone any possible rupture at least 
until fall,” and that no action was being taken to repress Axis 
espionage in Argentina, in contrast with the policy being pursued 
against agents of the United Nations.’* This was not known 


10 Duggan, The Americas, P 179; The Economist, September 11, 


1943, pp. 363-364; Ruth and Leonard Greenup, Revolution Before 
Breakfast: Argentina 1941-46 (Chapel Hill, 1947) pp. 81-82; Harry 
Bernstein, Modern and Contemporary Latin America, p. 413n; O. E. 
Smith, Jr., Yankee Diplomacy: U.S. Intervention in Argentina (Dallas, 
1953) pp. 68-70; G. T. Blanksten, Peron’s Argentina (Chicago, 1953), 
. 10-11. 
Pi Hull, Memoirs, pp. 1384-1386; Ray Josephs, Argentine Diary (New 
York, 1944), pp. 65-146, passim.) 
12 Hull, Memoirs, pp. 8-9. 
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to Hull; however, the military government had become so evasive 
on the subject of severing Axis ties that he had become skeptical. 


On July 29th Ambassador Armour informed Admiral Storni, 
foreign minister in the new government, that he was returning 
home for consultation. Two days later an unnamed “authori- 
tative source” in Argentina announced that at that juncture of 
the war, with Italy all but defeated and Germany in retreat, it 
would be undignified for Argentina to break with them, and that 
there was nothing to be gained by doing so, since Axis espionage 
was being suppressed. The “value of an Argentine rupture with 
the Axis, to present a united pan-American front, has been over- 
estimated as symbolic gesture, . . . [and] the failure of Argentina 
to break with the Axis Nations should not be considered as a fail- 
ure of Washington's good neighbor policy, the success of which is 
expected to be shown in future years.”"* The American press 
and public were warned not to pass snap judgments on Argen- 
tine events: “Such a course . . . might do irreparable harm to 
Argentine-American relations in years to come.” 

Armour carried with him when he left on August 5 a note to 
Secretary Hull bearing Storni’s signature, which elaborated upon 
the public statement and implied that Argentina the govern- 
ment had no intention of departing from its “benevolent neu- 
trality . . . which is only theoretical...” At the same time it 
suggested that President Roosevelt should provide a gesture “of 
genuine friendship toward our people” which would justify the 
Argentine government in making the break. The gesture desired 
was stated: materials that would enable Argentina “to increase 
its production and to arm itself in order to fulfill, should the 
case arise, its obligations for continental defense. . . . [and]} the 
urgent provision of airplanes, spare parts, armaments, and ma- 
chinery to restore Argentina to the position of equilibrium to 
which it is entitled with respect to other South American 
countries.’’** 

Hull’s rejection of Storni’s appeal caused the Argentine gov- 
ernment to publish the entire correspondence, which created a 


13 New York Times, August 1, 1943, p. 4. 
14 Department of State Bulletin, September 11, 1943, pp. 160-166. 
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justification for the deal with Germany toward which negotiations 
had taken on increased momentum. The usefulness of Storni, 
one of the few moderates and the only friend of the United 
States in the new government, ended when he failed to obtain the 
desired assistance, and the impression of diplomatic ineptitude 
conveyed by the equivocations of his note, for which he may not 
have been responsible, forced his resignation. 

The moderates in the cabinet from the outset had tried to 
counteract the influence of the colonels’ clique, with the lack of 
success already noted, and the Storni affair spurred them to in- 
tensify their efforts. There was also a public reaction against the 
military government: outbreaks in the provinces, packinghouse 
strikes, student demonstrations.'*® ‘The General Confederation of 
Labor attempted to enlist support outside of the country; even 
the muted press spoke out. But the colonels were by that time 
firmly entrenched. 


The Meat Contract Renewal 


Some weeks later Vice-President Edelmiro Farrell jubilated that 
“attempts to isolate Argentina within the hemisphere [had} 
failed because . . . need for Argentine foodstuffs and raw mate- 
rials made this impossible.”** Negotiation of the meat contract, 
which had been postponed by the British at Hull’s request the 
previous January, were resumed after the new government came 
to power. The interruption had worked no great hardship for 
Argentina. Meat shipments moved forward in the interim accord- 
ing to regular schedules. Nevertheless, as the months passed 
without announcement of a renewal, uneasiness settled upon the 
influential livestock producing class of Argentina. The anxiety 
was not confined to the producers, nor was it relieved when 
Argentina was not invited to the Hot Springs Conference on 
postwar food planning the previous May. Any anxiety the gov- 
ernment may have had that the United Kingdom might give 
active support to Hull’s insistence on severance of Argentine- 


15 J. P. Rudy, Anglo-American Diplomatic Relations with Argen- 
tina 1945-54 Ph.D. Dissertation, 1955, Fletcher School of Law and 
Diplomacy, pp. 197-198. 

16 Smith, Yankee Diplomacy, p. 92. 
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Axis ties was dissipated by the announcement on August 23 of 
conclusion of the contract. No matter what the outcome of the 
Storni-Hull correspondence might be, Argentina was assured of a 
continuing market for its beef in Great Britain.’ 


News of the contract renewals was greeted in Argentina with 
a now familiar refrain: the United States harangues us about 
neutrality and Axis espionage but does nothing for our welfare; 
the United Kingdom lets us alone but buys our meat.’* “In 
order to dispel any misconceptions” with regard to the new agree- 
ment, the British Foreign Office promptly issued a statement 
underscoring the fact that the meat agreement was a U. N. con- 
tract.” A second bulk contract, concluded in September for the 
purchase of large quantities of eggs, was followed by another 
Foreign Office statement: both contracts were made with U. S. 
consent and ihey did not indicate approval by the British gov- 
ernment of Argentina’s foreign policy. “Eggs Are Not Politics,” 
a headline in The Economist reminded critics of Britain’s failure 
to use its influence in behalf of the United States.*” Neverthe- 
less, Argentine-U.K. relations remained fairly amicable while 
Argentine-U.S. relations deteriorated rapidly. 

According to Sir David Kelly, the British ambassador to Ar- 
gentina, the decision of the new government to maintain Argen- 
tina’s neutrality convinced Secretary Hull “that they were Nazi 
agents aiming at the Nazification of the whole of South America 
.. .”** Hull soon had other reasons for so believing. Bolivia's 
government was overthrown by a military coup in November 
1943 and similar attempts were made in Chile and Peru, and there 
was evidence of Argentine-Nazi collaboration in each.” “This 
evidence of political instability and unrest is disturbing and sur- 


17 Review of the River Plate, August 16, 1943, pp. 6-7; August 30, 
1943, pp. 5-6. 

18 New York Times, May 5, 1943, p. 23; Josephs, Argentine Diary, 
eae 
, 19 The Times (London), August 30, 1943, p. 23. 

20 New York Times, September 27, 1943, p. 9; The Economist, Sep- 
tember 11, 1943, p. 461. 

21 Sir David Kelly, The Ruling Few (London, 1952), p. 297. 

22 A. P. Whitaker, The United States and Argentina (Cambridge, 
Mass., 1954), p. 127. 
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prising,” wrote The Economist.** Though not surprised, Sec- 
retary Hull was disturbed at having his fears confirmed, and was 
not disposed to let the movement spread. However, prior expe- 
rience persuaded him that as long as Argentina was assured of a 
market for its food and agricultural commodities in the United 
Kingdom it would remain deaf to diplomatic representations, and 
that only economic sanctions applied jointly and firmly by the 
United Kingdom and the United States would have any effect. He 
thereupon informed the British that the time had come for the 
United Kingdom to “‘go against the Argentine government with 
a battering ram. . .”;** i.e., he suggested that the United Kingdom 
threaten to stop buying Argentine meat. He argued that the 
United Kingdom could hold out for twelve months “without 
serious suffering by using such [meat] supplies as are available.” 
The United Kingdom thought otherwise. 

The question was finally referred to the Combined Food Board, 
the inter-Allied body responsible for collating food requirements 
of the Allied countries and the estimated availability of food 
staples, and recommending allocation of supplies accordingly. 
The Board was requested to furnish a detailed report covering the 
quantities of all Argentine commodities which it regarded as 
essential to the U. N. supply program for 1944, and additional 
amounts which might be required by liberated areas. It was also 
asked to say whether U. N. fortunes in the war might be adversely 
affected if Argentine foodstuffs were not available and to estimate 
the length of time the Allies might be able to get along without 
them.”° 


The Combined Food Board on Argentine Supplies 


The Board's reply was completed by January 18, 1944. Of the 
food groups which Argentina was counted upon to supply during 
the year, meat and wheat were listed as of “critical importance,” 
with meat the more crucial. Argentina furnished more than 30 
per cent of the U. N.’s total meat imports (for 1944, Argentine 


3 January 29, 1944, pp. 144-145. 
24 Hull, Memoirs, pp. 1410-1411. 
25 Hull, Memoirs, p. 1411. 
26 Eric Roll, Combined Food Board (soannsacsigt}, pp. 219-222. 
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meat accounted for 32 per cent of Britain’s imported meat and 
27 per cent of its total meat supply, which proportions may be 
accepted as approximations of those of the earlier war years) .” 
The Ministry of Food refused to consider a reduction in any 
stocks, maintaining that ration levels could not be lowered with- 
out impairing the health of the people. Unless assured of re- 
placement in full from other sources of any loss of meat from 
the Argentine, the Ministry would do nothing which might 
jeopardize receipts from that country. Neither Canada, Aus- 
tralia, nor New Zealand could be counted upon to contribute more 
than they were already doing. For the United States to make up 
the maximum amount expected from Argentina would necessitate 
a 10 per cent reduction in total meat consumption, with the cut 
in beef amounting to 20 per cent. This the War Food Admin- 
istration refused to consider. The Combined Food Board de- 
clined to make any prediction of how long existing stocks could 
be stretched. 

The question of economic sanctions was temporarily eclipsed 
by Argentina’s severance of its Axis ties on January 24, 1944 to 
prevent publication by the United States of evidence of Argen 
tina’s implication in the Bolivian revolution. The rupture pro 
duced another revolution, although it was not so labelled 
General Ramirez and his foreign minister were forced to resign, 
and General Edelmiro Farrell, Peron’s candidate, was made pro- 
visional president. Without formally restoring relations with 
Germany, Farrell’s government proceeded to behave as if a break 
had never occurred. Hull thereupon set out to prevent recogni- 
tion of Farrell. 

The British, who had acted in concert with the United States 
in withholding recognition of the revolutionary government of 
Bolivia the previous December, demurred in the case of Argentina 
because of their dependence on Argentina’s meat.”* Not only 
were they unwilling to halt importation of that commodity, they 
were afraid that nonrecognition might bring reprisals by the 
Farrell government in the form of a suspension of shipments. The 


27 R. J. Hammond, Food: The Growth of Policy (History of the 
Second World War, U. K. Civil Series, H. M. S. O., 1951) pp. 394-395. 
8 Hull, Memoirs, pp. 1414, 1418; Whitaker, p. 127. 
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meat contract concluded the previous August would expire on 
September 30, 1944, and the British wanted the recognition prob- 
lem out of the way so as not to prejudice conversations leading 
to a new agreement. They were afraid that Farrell would demand 
recognition as a prerequisite to negotiation or to further ship- 
ments. Hull assured them that such fears were groundless, but 
they discounted his opinion. 

Hull's persistence led to another request to the Combined Food 
Board in March for generally the same information furnished in 
the January report. As before, the Ministry of Food refused to 
consider any action which might imperil their meat ration, and 
the War Food Administration would listen to no talk of further 
sharing U. S. meat supplies with the British. 

The deadlock on recognition held until the end of June, when 
Hull’s patience reached its limit. He recalled Ambassador Ar- 
mour for consultation and suggested that the British likewise 
recall their ambassador, Sir David Kelly. This they declined to 
do until Roosevelt appealed to Churchill. Churchill acceded 


“very reluctantly, and almost angrily, . . . and only hoped that 
our vital interests and our war effort would not be affected ad- 
versely,”’”° 


Ambassador Kelly took the precaution before he left Buenos 
Aires of seeing that Britain’s interests were not injured, in the 
“cloak and dagger meeting’—his own words—with President 
Farrell and Peron the night before his departure which nullified 
the effect of the recall.*° 

Not daunted by this succession of rebuffs, Hull tried to per- 
suade the United Kingdom not to reopen the meat contract nego- 
tiations at that time but to place its meat orders on a monthly 
basis and for less than customary amounts. If necessary, the 
United States should make up any arrearages by shipments of 
manufacturing quality meat. Again the matter was referred to 
the Combined Food Board; again his suggestion was rejected. 

With the Board’s position thus categorically stated, why was 
Hull so persistent? One reason was that Argentine and Axis 
propaganda continued to taunt the United States with the indif- 








29 Hull, Memoirs, pp. 1415-1416. 
8° Sir David Kelly, p. 305. 
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ference of the United Kingdom to Argentina’s ideological lean- 
ings so long as Argentina’s meat and other needed food re- 
mained available. Another was that Hull believed that the 
United Kingdom had sufficient meat stocks to risk the loss of 
Argentine supplies. 


British Food Stocks 


One of the functions of the U. S. Mission for Economic 
Affairs in London was the preparation of periodic reports on 
stocks of commodities maintained in the United Kingdom and, 
on the basis of much the same data as was available to the Board, 
it was inclined to be more critical of the British stocks position.” 
The Ministry of Food divided stocks into two categories: mini- 
mum working stocks and reserves to be held intact to meet a 
prolonged emergency, and the reserves were considered by some 
American and Canadian analysts to be quite extensive. Nor 
were they the only critics of the Ministry's policy. Shortly after 
conclusion of the fifth meat contract in August 1943, British 
consumers began to call for an increase in food rations, contend- 
ing that the Ministry was “sitting on stocks...’ Lord Woolton, 
the Food Minister, conceded that supplies were ample, but re- 
fused a ration increase because the reserves had been built up in 
anticipation of invasion of the Continent and the diversion of 
shipping which it would necessitate; also of possible enemy at- 
tacks on food storage facilities.** 

The Ministry’s stocks policy has not been treated tenderly in 
the British war history series.** In the words of the official 
historian of the Ministry, “it developed, in the later years of the 
war, a species of stocks hypochondria” that it would be caught 
without sufficient foodstuffs to meet any possible emergency.** 


81 Hammond, Food: The Growth of Policy, pp. 271-276. 

82 The Times (London), August 28, 1943; New York Times, August 
28, 1943, p. 2. 

83 W. N. Medlicott, The Economic Blockade, Volume 1, London, 
1952) Chapter xxi; W. K. Hancock and M. M. Gowing, British War 
Economy (London, 1949), pp. 422-437. 

84 R. J. Hammond, Food and Agriculture in Britain 1939-45 (Food 
Research Institute, Studies on Food, Agriculture and World War II, 
Stanford, California 1954), p. 187. 
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In December 1943, just before Hull’s meat proposal prompted 
the first inquiry to the Combined Food Board, stocks of food in 
the United Kingdom were so high that they were to be “the 
dominating features of the food situation for the remainder of 
the war ...”*° This affords a partial explanation of why Hull 
reasoned as he did. Actually, when it came to individual com- 
modities, the U. K. situation shaped up somewhat differently 
than total stocks figures suggest. 

Even though the Ministry’s storehouses were “overflowing with 
food,” only wheat stocks were excessive.** There were large 
quantities of canned meat in England in January 1944 in prepa- 
ration for the invasion, but what Hull was talking about, or at 
least what the British thought he was talking about, was carcass 
meat, and there was only as much of that as refrigerated storage 
space would accommodate. Certainly there was not enough 
dressed meat on hand to have enabled the United Kingdom to 
get along for a year without Argentine supplies. Hull was on 
sounder ground when he raised the question again the following 
summer. 

Of total meat supplies in the United Kingdom in 1944, 36 
per cent was home produced; in terms of carcass meat, domestic 
production represented a considerably higher proportion because 
total supplies included canned meat. As a result of the concen- 
tration of slaughter in the autumn, cold storage space is usually at 
a premium in the United Kingdom from August until November. 
A suspension of Argentine supplies in July or August might not 
have been felt for several months. Only if the V-bomb campaign 
had seriously damaged cold storage facilities would there have 
been an emergency, and the critical problem then would have been 
as much one of storage space and distribution as of supplies. In 
such an emergency, the United States probably would have had to 
come to the rescue, as Hull thought it was well able to do. 


85 Hammond, Food: The Growth of Policy, pp. 271-276; C. B. A. 
Behrens, Merchant Shipping and the Demands of War (History of the 
Second World War, U. K. Civil Series, H. M. S. O. 1955) p. 325; 
Hammond, Food and Agriculture in Britain, p. 184; Hancock and Gowing, 
British War Economy, pp. 432-433. 

86 Hammond, Food: The Growth of Policy, p. 271. 
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U. S. Meat Supplies in 1944 


By suggesting that the United States could make more meat 
available to the United Kingdom, Hull played into the British 
hands, enabling them to transfer to his own government the re- 
sponsibility for rejecting his proposal. The reason that the War 
Food Administration refused to make more meat available to the 
United Kingdom was not an inadequate supply. Meat production 
had increased by 38 per cent over the 1935-39 average, while per 
capita consumption was less than 9 per cent higher at the be- 
ginning of 1943. There were great inequities of distribution, 
however. 


More than half of the meat produced in the United States was 
set aside for the armed services—less than 15 million of a total 
population of some 138 million people. The military would not 
consider a reduction of their orders, and the Department of Agri- 
culture and the War Food Administration had failed to provide 
adequate controls of slaughter for civilian consumption. Slaughter 
was restricted in the big packing companies engaged in interstate 
commerce, which also handled the requisitions for the armed serv- 
ices, while smaller establishments slaughtering for intra-state 
markets multiplied almost at will. The result was that the big 
firms did not profit commensurately from the increase in animal 
numbers. Any additional provision of meat for the United King- 
dom would have had to be made from their output, at the expense 
of seaboard cities which were already experiencing below normal 
supplies as a consequence of the large military set-asides. 


This was the situation when the first two reports were made by 
the Combined Food Board. Shortly after the second, the army 
decided that the war would be over by October 1944 at the latest 
and released large quantities of meat. Whereupon the W. F. A. 
lifted slaughter controls and derationed all meat except beef 
steaks and roasts. There was a veritable glut of pork. For the 
year as a whole 2.5 billion more pounds of meat were consumed 
by the civilian population than the amounts orginally set to cover 
civilian requirements. By August, Americans had eaten through 
a large reserve supply of meat, and points rationing had to be 
reimposed.*” 


ish 
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Meat in Argentina’s Wartime Economy 


Aside from thinking that the United States and the United 
Kingdom together had sufficient meat to enable the latter to get 
along without Argentine supplies, Hull did not believe that 
the necessity would arise because “Argentina has a huge surplus 
piled up, and has to sell her meat “Refrigerated 
storage space in the United Kingdom was so tightly utilized 
that the Ministry of Food had arranged for frozen meat 
to be held in Argentina for the British account until deliv- 
ery could be arranged. But in Argentina refrigerated storage 
space is largely confined to the packing houses engaged in the 
export trade because the Argentines prefer freshly slaughtered 
meat. Therefore, if exports of frozen had been interrupted when 
there was a surplus on hand pending shipment, the meat packing 
business would have been felt elsewhere than in the packing and 
freezing establishments. To the extent that there was a demand 
for them, the best meat animals would have been diverted to the 
canners, but if the canners refused to pay the higher prices re- 
quired by the official grading system, it would have been necessary 
to hold the animals on pasture beyond their prime and in com- 
petition for forage with younger steers being finished for export. 
Anything more than a brief stoppage of exports would have hurt 
all branches of the most important industry in Argentina’s war- 
time export economy. It seems unlikely that the government 
would have dared to risk the consequences. 


It has been argued that, since payment for Britain’s wartime 
imports was credited to a blocked account in the United Kingdom, 
Argentina would have had nothing to lose by suspending exports. 
However, the domestic market was not yet in a position to absorb 
the exportable surplus, which still accounted for around 30 per 
cent of registered meat production, and there had never been a 


8? Hammond, Food: The Growth of Policy, p. 253; U. S. Cong., 
House, Special Committee to Investigate Food Shortages, Food Shortages, 
79th Cong., 1st Sess., H. Res. 195 (1945) pp. 5-7; U. S. Bureau of the 
Budget, The United States at War: Development and Administration of 
the War Program by the Federal Government (1947) pp. 366-368. 

88 Hull, Memoirs, p. 1414. 
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large or certain foreign market for Argentine meat except the 
United Kingdom. Any other outlets of consequence had been in 
Continental Europe and were now shut off by the blockade. Had 
it been possible to build up other markets on the spur of the 
moment, Argentina lacked the refrigerated ships to make de- 
liveries. Except in abnormal circumstances, other countries were 
not prepared to pay what the British could and did nor could 
they have furnished in return the type of imports which Argen- 
tina most urgently needed. 


There might have been political repercussions to a suspension 
of exports. A struggle for power had developed in the Farrell 
government which could have tipped the balance in favor of any 
disaffected civilian group with enough political acumen to take 
advantage of such an opportunity. The cattle-producing oligarchy 
was such a group. In the Castillo government it had been the 
power behind the president; indeed it had exercised that power 
for most of Argentina’s history, and had made meat Argentina’s 
most politically sensitive product. Though the cattle producers 
were less strong in 1944 than earlier, the colonels showed no 
disposition to put their strength to a test. 


A suspension of meat shipments would have been a challenge, 
whether decreed by the British or the Argentine government. 
That was one facet of the situation. With the end of the war 
appearing to be more imminent than it actually was, hopes in 
Argentina, as elsewhere, were turning to thoughts of peacetime 
trade. Among other things, it was feared that the United King- 
dom would reimpose the meat import quotas set up in consequence 
of agreement reached at the Imperial Economic Conference 
at Ottawa in 1932 between the United Kingdom and the Common- 
wealths of Australia and New Zealand, most of whose meat sur- 
pluses were diverted to the Pacific theater during hostilities. The 
memory of the Ottawa agreements was etched deeply in the 
Argentine psyche. In order to postpone the evil day when the 
quota system would again govern its meat trade with the United 
Kingdom, the Argentine government was asking for a four-year 
contract with a moderate advance in prices. This was interpreted 
by Hull as meaning that the bargaining advantage was with the 
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United Kingdom.” The British took the opposite point of view; 
at least they were afraid to gamble on their own strength. 


Other Causes of Hull’s Defeat 


Like Argentina, the United Kingdom was motivated primarily 
by fear of competition in the postwar period. Information had 
reached them that several Western European countries were 
eager to buy Argentine meat on their own account rather than 
through the Combined Food Board, and at higher prices than 
the British Ministry of Food desired to pay. For that reason the 
British also wanted a four-year contract which would give them 
an option on Argentina’s entire exportable meat surplus. As 
soon, however, as the Argentines became aware that the United 
Kingdom also wanted a four-year contract, they became less 
amenable to the terms which the British had hoped to obtain.*° 
Well over a year was to elapse before agreement was finally 
reached on the new bulk purchase, despite the promptness with 
which conversations were opened. 

Aside from the official explanations, there were other reasons 
why the British government refused to consider Hull’s ideas. 
The Manchester Guardian stated one: “We like the Argentine 
brand of Fascism as little as does Mr. Cordell Hull, but we prefer 
Argentine beef to American pork.’** However little the British 
may have liked Argentine fascism, they seemed to regard it as 
a temporary phenomenon. The Economist was not alone in find- 
ing it 

difficult to believe that this particular experiment in fascist 
government will survive for long. All the responsible elements 
in Argentina have never given their support or have now with- 
drawn it. The general temper of public opinion is opposed to 
the generals, and will grow more so with each fresh defeat of 
totalitarianism in the world. The tide of world victory is 
turning against fascism everywhere. It will turn against it in 
Argentina itself.‘ 


8° Hull, Memoirs, pp. 1417-1419. 

49 Sir David Kelly, The Ruling Few, p. 304; Times of Argentina, 
November 13, 1944, p. 7. 

41 Guerrant, Roosevelt’s Good Neighbor Policy, p. 44. 

42 November 6, 1943, pp. 604-605. 
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According to Hull, Churchill believed that “‘we could always 
pay the Argentines back when our hands were clear’; that is, 
after the war.** Hull believed that the time to deal with a malig- 
nancy is in the early stages. It was intolerable to the Secretary 
that fascism should be allowed to be transplanted to the Amer- 
icas while Americans were fighting to dislodge it in Europe and 
Asia. In his opinion, the Argentine situation called for the same 
type of economic warfare policy that had been applied to Euro- 
pean neutrals in the Axis sphere of influence. Success in those 
ventures confirmed Hull in his conviction that similar methods 
would work in the Argentine situation. To British eyes, the 
method which he proposed looked more like economic warfare 
directed against them than against Argentina. 

From the standpoint of postwar recovery, a high level of ex- 
ports to the Argentine was regarded as a critical necessity by the 
United Kingdom. Furthermore, the United Kingdom had had 
to dispose of most of its foreign investments elsewhere in the 
world to support the war but had been able to retain its holdings 
in Argentina, the largest of any foreign country.** 

There was some feeling in the United Kingdom that Hull 
believed that British policy toward Argentina was based on sav- 
ing that stake and the post-war market for British goods.** Hull 
complained that he could not make Churchill take the longer 
view; they would not consider the question except in the context 
of the present need of Argentina’s meat. He warned them that 
if the British did not join the United States in a firm stand toward 
the military regime in Argentina, “the vast British investment 
in Argentina would greatly suffer’ in the end.*° 


Postscripts to Hull’s Policy 


Britain’s opening of meat contract discussions in August 1944 
was Hull’s final defeat in the Argentine imbroglio. He was 
forced by ill health to give up his duties in October 1944. He 


43 Hull, Memoirs, pp. 1412-1413. 

44 Sir David Kelly, The Ruling Few, p. 289: Crane Brinton, The 
United States and Britain (Cambridge, Mass., 1945) pp. 141-142. 

46 Hull, Memoirs, p. 1411. 

‘5 Medlicott, pp. 352-353. 
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continued thereafter to be bitter against Churchill and his gov- 
ernment for refusing to co-operate with the United States in the 
only expedient by which, he had become firmly convinced, the 
Farrell government could have been induced to modify its total- 
itarian tendencies. 

One thing Hull did not anticipate was that, within the year 
following his retirement, his policy of isolating Argentina, even 
without British support, was to cause the members of the military 
junta to question the wisdom of the course they had followed to 
that time and of the man who had become their leader.*’ But 
Perén had had an extra year in which to reinforce his position 
by assuring himself of the backing of the General Confederation 
of Labor. It was therefore too late to dislodge him. 

As Hull predicted, the United Kingdom lost its stake in Ar- 
gentina, but not exactly as he foresaw. The obsolete British- 
owned railways, which constituted the greater part of the huge 
paper investment, were repatriated on terms which were ad- 
vantageous to the United Kingdom, the result of British diplo- 
matic skill.** And this was accomplished in the face of Perén’s 
hostility toward the United Kingdom which was almost as intense 
as his feeling against the United States. Britain’s failure to 
achieve equal success in the foreign trade field resulted from its 
inability to furnish the type of manufactured goods which Perén 
insisted on receiving. It was perhaps inevitable that the British 
should have lost both investments and trade pre-eminence, re- 
gardless of the government in power. 

As to Secretary Hull’s conviction that the United Kingdom ran 
no risk of losing Argentina’s meat by making a strong stand 
with the United States to block the totalitarian drift in Argentina, 
the evidence of time supports that belief. Despite a steady de- 
terioration of Anglo-Argentine relations in the postwar period, 
largely over the question of meat, Perén did not resort to more 
than token suspensions of meat exports to the United Kingdom 
until July 1950, after the opening of the Korean War and the 
alternative outlet for meat surpluses which it presupposed. 


47 George Pendle, Argentina (London and New York, 1955) pp. 
82-85. 
#8 Whitaker, p. 201; Review of the River Plate, Match 4, 1949, p. 5. 








Mexico’s 1954 Devaluation 
in Retrospect 


By Walter J. Sedmitz* 


Since the devaluation of the peso on April 17, 1954, Mexico's 
domestic and international economic position has recorded a sus- 
tained and spectacular advance. Real gross national product and 
per capita income have increased sharply; exports have registered 
an unprecedented expansion; and international reserves have 
reached record-breaking levels. Considering these gains, it may 
be worthwhile to take a retrospective look at the devaluation and 
the developments following it, in order to determine the extent 
to which the spectacular economic recovery may be directly at- 
tributed to the alteration of the exchange rate and to what ex- 
tent it might be ascribed to other factors that would have per- 
haps operated even in the absence of devaluation. The problem 
is not merely an academic one. The fact that over the past eight 
years the peso has had to be devalued three times by a total of 
about 60 per cent raises some fundamental and highly relevant 
questions regarding the effectiveness of devaluation as an instru- 
ment of economic policy in Mexico.’ 

The repeated need to devalue can by no means be regarded 
as reflecting a “fundamental disequilibrium,” i. e., structural bal- 
ance of payments difficulties due to such factors as destruction 
or depletion of resources or a secular decline in world demand 
for Mexican exports. Quite on the contrary, the Mexican econ- 


* The author is an economist in the Research Department of the 
Federal Reserve Bank of New York. The views expressed are his own 
and do not necessarily reflect those of the Bank. 

1 The peso has been ip at the following exchange rates since 
the war: 4.85 pesos per dollar until June 1948; 6.90 per dollar from 
August 1948 to April 1949; 8.65 per dollar from July 1949 to April 
1954; and 12.50 per dollar since April 1954. 
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omy is one of the most vigorous in the Western hemisphere, with 
a rich resource base, a relatively diversified structure of pro- 
duction, and with the political and social foundation conducive 
to economic and social advance. 

Rather than a manifestation of long-run structural difficulties, 
the frequent need to devalue seems to mirror certain weaknesses 
in monetary and fiscal policy, particularly the difficulty of main- 
taining the proper relationship between relative prices and rates 
of income expansion in Mexico and in the United States. Past 
experience suggests that whenever Mexican and United States 
prices have gotten perceptibly out of line, pressures have devel- 
oped on the balance of payments that tended to precipitate a 
devaluation. Initially, devaluation has improved the country’s 
competitive position, stimulated domestic production, and 
strengthened the balance of payments; almost invariably, how- 
ever, the process has also been accompanied by credit expansion 
and price advances that have gradually undermined the gains 
achieved, and in the end made another devaluation necessary. 
Exchange rate policy has therefore to some extent been used as a 
substitute for needed adjustments in the field of credit policy 
and public finance, in an attempt to maintain a high level of em- 
ployment and a rapid rate of economic development. Obviously, 
recurrent resort to such policies has its limitations and the lessons 
of the 1954 devaluation suggest that in certain respects they may 
already have been reached. 


I 


The lowering of the par value of the peso in April 1954 came 
as a complete surprise to most observers. At the time the decision 
to devalue was taken official gold and foreign exchange reserves 
aggregated more than 200 million dollars, a sum that still sufficed 
to pay for 4-5 months’ imports at 1953 prices. It is true that 
close to half of this amount represented legal backing for the 
monetary liabilities of the central bank, but on the other hand a 
considerable additional margin of safety was provided in the 
form of a 75 million dollar United States stand-by credit and the 
22.5 million dollar ‘‘gold” quota in the International Monetary 
Fund. What apparently precipitated the devaluation however 
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was not the absolute level of international reserves but rather the 
accelerating tempo at which they were being drained away. In 
the three-and-a half months ending in mid-April 1954, the Bank 
of Mexico's gold and foreign exchange assets declined 38 million 
dollars to about 200 million, a drop of about 20 per cent. 

Of paramount importance in the deterioration of Mexico's 
international accounts was the decline in the volume and prices 
of exports, a development that was partly linked to the business 
recession in the United States. This fall was accompanied by an 
increase in imports that reflected the expansionary monetary and 
fiscal policies that were being pursued in order to dampen the 
impact on Mexico of the recession in the United States. The 
situation was further aggravated by the quickening momentum 
of the short-term capital outflow which was propelled by the 
rising level of monetary liquidity and motivated by the fear of 
pending exchange controls or devaluation. 

It might of course have been possible to ease the growing 
external pressures through a tightening of credit and a fiscal re- 
trenchment, such as had to be resorted later; however, political 
considerations militated strongly against taking such steps at a 
time when there was still grave concern over a recession and 
unemployment. Indeed, one of the principal considerations that 
prompted the decision to devalue was the very desire to widen 
the margin of safety within which anticyclical and development 
policies could be pursued while export income was declining. 
This is borne out clearly by the official statement made at the time 
that ‘the purpose of the proposed devaluation is to facilitate the 
maintenance of a moderate anticyclical and development policy 
within the framework of financial equilibrium and external bal- 
ance.” 

Following the devaluation Mexico’s international reserve 
position not only failed to improve but continued to deteriorate 
even more rapidly than before. Exports registered a further sharp 
decline which offset the moderate reduction in the dollar value 
of imports; moreover, the outflow of short-term capital accel- 
erated and foreign investors rushed to withdraw their profits and 
capital as business was thrown into confusion and the fear of 
exchange controls was intensified. As a result, official foreign 
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exchange reserves were drained away at a more rapid rate than 
prior to the devaluation, and by June 1954 they reached a nadir 
of 98 million, a 50 per cent drop in the two-and-a-half months 
since the exchange rate was lowered (Table I). 


TABLE I 


MEXICAN OFFICIAL FOREIGN EXCHANGE RESERVES’ 
(in miliions of U. S. Dollars) 


Month-end 

except as noted 1954 1955 1956 
Jan. 243 203 410? 
Feb. 246 248 430? 
March 222 262 435? 
April 17 (devaluation)! 202 — 
April 157 277 
May 135 288 
June 98 291 
July ‘ 100 302 
August 122 342 
Sept. 133 357 
Oct. Loy 358? 
Nov. L55 S72" 
Dec. 196 396° 


Recovery did not set in until the second half of 1954. In 
July a sharp expansion in exports began which has since been 
maintained virtually without interruption. The dollar value of 
imports declined sharply in the second half of 1954, but recuper- 
ated in 1955, though not to an extent that would again strain 
the trade balance. Accompanying this improvement, tourist re- 
ceipts also began to grow and the inflow of long-term invest- 
ments gained momentum. On the other hand, the outward move- 
ment of short-term capital continued and was not reversed until 
early 1955, reflecting the extent to which confidence in the peso 
had been undermined as a result of the devaluation. Neverthe- 
less, the year 1954 closed with a balance of payments surplus of 
6 million dollars’ equivalent compared with a deficit of 28 mil- 
lion in 1953; and last year the surplus grew to a record of 116 


1 Includes holdings by the Bank of Mexico, silver and gold tranche in 
International Monetary Fund. 

? Unofficial estimates. 
Source: International Monetary Fund, International Financial Statistics. 
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million dollars (Table II). Reflecting this marked improvement, 
official foreign exchange reserves recorded an unprecedented ex- 
pansion from the low of 98 million in June 1954 to 196 million 
at the year’s end and to an all-time high of an estimated 435 
million by March 1956, a more than four-fold increase in 21 
months. 


TABLE II 
MEXICAN BALANCE OF PAYMENTS 


(in millions of United States dollars) 


1953 1954 1955 
Receipts: 1005 1098 1267 
Exports 561 616 760 
Gold and silver production 58 44 48 
Tourist and border trade 314 337 350 
Remittances of Mexican labor 34 28 25 
Long-term credits 32 63 79 
Other 10 5 
Expenditures: 1004 1046 1135 
Imports 811 789 884 
Tourists and border trade 138 170 155 
Amortization of long-term 
credit and foreign debts 31 50 58 
Other 24 59 38 
Net Interest and dividends and 
Errors and Omissions? —27 —46 —15 
Balance (change in Mexico's net snort- 
term international assets) —28 +6 +116 


Source: Banco de Mexico 


II 

Having briefly surveyed the broad trends of Mexico’s inter- 
national accounts since the devaluation, we may now turn to an 
analysis of some of the underlying forces that determined them. 
It is apparent from the preceding table that the improvement 
in the trade balance, particularly the expansion of exports, repre- 
sented the mainsprings of the external recovery. Therefore, an 
appraisal of the likely impact of the devaluation on the Mexican 
balance of payments may begin with its effects on the volume and 
prices of merchandise exports and imports. 


1 Net interest and dividends estimates not published separately. 
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In broadest terms, devaluation will induce an expansion in 
the foreign currency value of exports that will be greater the more 
elastic the foreign demand (based on prices in foreign currency) 
and the more elastic the domestic supply (based on prices in local 
currency), provided that the foreign demand elasticity exceeds 
unity. In the case of Mexico, the presumption of a price elas- 
ticity of demand greater than unity seems justified. This is not 
immediately obvious because the commodities exported by Mex- 
ico—chiefly primary products—are generally regarded as more 
responsive to foreign income changes than to variation in prices. 
Nevertheless, even though world demand for these exports in 
general may be quite inelastic with respect to prices, the demand 
curve facing an individual country like Mexico may still be highly 
elastic provided the country’s share in the world market is small 
and its export volume cannot significantly influence world market 
conditions. Mexico’s position is therefore somewhat analagous 
to that of a firm operating under perfect competition, which means 
that the prices of Mexico’s export commodities are predetermined 
on the world market and in terms of dollars may remain virtu- 
ally unaffected by devaluation. Although the presumably high 
elasticity of demand for Mexican exports would thus be conducive 
to an expansion in their dollar value, the low supply elasticities— 
at least in the short run—of the agricultural and mineral prod- 
ucts sold abroad bar such an increase. Devaluation can therefore 
be presumed to leave the dollar price and volume of the bulk of 
Mexican exports virtually unchanged, and to raise only the peso 
prices and values more or less in proportion to the extent of the 
devaluation. 


Since there is little to suggest that the devaluation could have 
exercised a decisive influence on exports, an explanation for the 
increase in their value since mid-1954 must be sought elsewhere. 
It would appear that the recovery of export earnings shown in 
Table III was chiefly attributable to the revival of economic 
activity in the United States and to auspicious climatic conditions 
in Mexico that resulted in record harvests. The economic upturn 
in the United States gave rise to what may be regarded as an 
upward shift of the demand curve for Mexican exports. The 
effect of this increase in foreign demand was a rise in the dollar 
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prices of a number of commodities exported by Mexico, notably 
nonferrous metals and petroleum products. Export receipts were 
further bolstered as a result of the abundant cotton and coffee 
harvests which permitted an expansion in the volume of shipments 
that more than outweighed the weakening of world prices for 
these two chief export products in the second half of 1954. 


TABLE III 
MEXICAN BALANCE OF TRADE 


(in millions of U. S. dollars) 


Exports Imports Balance 

1953—I 268 335 — 67 
—Il 291 472 —181 
1954—I 284 404 —120 
—II 332 385 — 53 
1955—I 373 436 — 53 
—II 387 458 — 71 


Source: Banco Nacional de Comercio Exterior, S. A. 
Comercio Exterior 

Since 1954 these tendencies have been generally maintained. 
In the course of last year a further expansion in the output of 
cotton and coffee took place which, coupled with increased pro- 
duction and continued firm prices for nonferrous metals and 
petroleum sufficed to boost the value of Mexican exports to an 
all-time high of 760 million dollars’ equivalent last year. How- 
ever, the role of the devaluation in helping to sustain the rise 
in exports during 1955 is less easily discountable than that which 
it may have played in furnishing the initial impetus for their rise 
in mid-1954. Since supply tends to become increasingly elastic 
through time, it might be argued that the growth in the output 
of certain export industries, notably minerals, reflected at least 
in part some of the effects of the price stimulus furnished by the 
devaluation. However, it would be difficult to show that these 
effects were very significant since increased export taxes imposed 
after the devaluation absorbed a substantial proportion of any 
windfalls that might have accrued to exporters through the 
exchange rate adjustment. Apart from this, moreover, the 
increase in the peso prices of exports reflected partly also the 
advance of world market prices that accompanied the recovery 
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of economic activity in the United States and was entirely unre- 
lated to the devaluation. 

On the import side the analysis is more complex. In the gen- 
eral case, devaluation will result in a decline in the value of 
imports in foreign currency that will be larger the greater the 
elasticity of demand for imports (based on prices in local cur- 
rency) and the greater the foreign elasticity of supply (based 
on prices in foreign currency), provided that the elasticity of 
demand exceeds unity. 

According to these criteria the devaluation probably did not 
play a major role in the reduction of imports that occurred in the 
second half of 1954, as shown in the preceding table. The fact 
that between 80 and 90 per cent of imports consist of invest- 
ment goods, raw materials, and foodstuffs—all commodities 
whose volume tends to respond mainly to income or population 
changes—suggests a price elasticity of demand probably well be- 
low unity. Nevertheless, it should be noted that of the remaining 
imports a sizable proportion consists of a variety of durable con- 
sumer goods that compete directly with the output of local 
industries and the demand for which therefore tends to be highly 
price elastic. Insofar as the competitive position of such industries 
was enhanced as a result of the devaluation their output expanded 
and imports of competing foreign products declined. 

Following previous devaluations, this “substitution effect’ had 
represented one of the prime factors in the resulting improvement 
of the trade balance. After the 1954 devaluation, however, the 
33 million dollar decline in imports of durable consumer goods 
and of some investment goods was more than offset by a 44 
million dollar expansion in raw materials imports (Table IV). 
It is likely that this increase was largely linked to the expan- 
sionary stimulus furnished by the devaluation to domestic man- 
ufacturing production. It is difficult to determine, however, why 
the rise in raw materials imports, though a continuing process for 
several years, should now have become so abrupt and sizable as 
to actually offset the decline in manufacturing imports. An ob- 
vious reason might be that Mexican manufacturing production has 
attained the stage at which a further expansion requires increas- 
ingly larger imports of primary products; this may be partly a 
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reflection of the lagging expansions in domestic raw materials 
output in recent years and the greater variety of the country’s raw 
material needs while major economic efforts are being devoted 
to the development and diversification of manufacturing indus- 
tries. 

If it can be said that the devaluation affected primarily the 
composition rather than the level of imports, it still remains to 
be seen what factors accounted for the actual decline that oc- 
curred during 1954. There can be little doubt that the record 
wheat, bean, and corn harvests, reflecting auspicious climatic con- 
ditions and the success of Mexico's long-range program of raising 
agricultural output, were of decisive importance. The excellent 
outturn of these crops in 1954 permitted a 57 million dollar cut- 
back in imports of foodstuffs shown in Table IV which brought 
Mexico close to self-sufficiency in these commodities. This reduc- 
tion it should be noted was more than three times as large as the 
decline recorded for total imports during 1954 and therefore 
attests to the predominant role played by the largely fortuitous 
crop developments in reducing the dollar value of Mexican pur- 
chases abroad.’ 


TABLE IV 
MEXICAN IMPORTS BY MAIN COMMODITY GROUP 


(value in millions of U.S. dollars) 


1953 1954 

Percent Percent 

0 of 
Value total Value total 
Total imports 807 100.0 789 100.0 
Consumer goods 199 24.6 119 15.1 
Foodstuffs 123 15.2 66 8.4 
Durable goods 76 9.4 53 6.7 
Production goods 561 69.6 597 75.6 
Raw materials 220 27.3 264 33.4 
Investment goods 341 42.3 331 42.2 
Others 47 5.8 73 9.3 


Source: Banco Nacional de Comercio Exterior, S. A., 
Comercio Exterior, June 1955 


2 It is quite evident that the changes that have occurred in the volume 
and composition of Mexican imports since the devaluation were partly 
also the outcome of the tightening of import restrictions in February and 
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It is quite possible, therefore, that in the absence of the favor- 
able crop developments the devaluation of the peso might well 
have resulted in an expansion of imports even in 1954. Besides, 
however, it may be observed that the changed composition 
of Mexican imports would appear to set certain limits on the 
effectiveness of any future devaluation. The reason is that the 
available margin for any significant further compression of man- 
ufactured consumer goods imports seems quite small at the present 
time, while the importance in the total import bill of products that 
are relatively inelastic with respect to price and rather elastic 
with respect to income and production has increased markedly. 

Finally, it may be worth noting that given the existing structure 
of Mexican exports and imports, the terms of trade tend to remain 
unimpaired as a result of devaluation. This is suggested in Table 
V which shows that following the 1954 devaluation Mexico's 
terms of trade suffered virtually no deterioration. The reason is 
that insofar as Mexican export prices are still chiefly determined 
on the world market, their peso prices have an inclination to rise 
as a result of a devaluation more or less proportionately to the 
rise in import prices and to the degree of the exchange rate 
adjustment. 


TABLE V 
MEXICAN TERMS OF TRADE 
(1935-1939—100) 


1954—I 101 
—] 102 
—IIl 101 
—IV 109 

1955—I 103 
—II 101 
—III 102 
allt 107 


1 Export price index over import price index. 
Source: Banco de Comercio Exterior, S. A. 
Commercio Exterior 


June 1954. Even though the quantitative and qualitative impact of these 
restrictions is virtually impossible to determine, their intensification in 
1954 helps strengthen the argument that the effect of the devaluation on 
the trade balance was probably negligible. 
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Ill 

While the devaluation has apparently been a minor factor at 
best in the favorable developments in Mexico's trade balance over 
the past two years, its impact on other items in the balance of 
payments notably the tourist trade has been more pronounced. 
Since the war the Mexican tourist industry has recorded a rapid 
and uninterrupted expansion. In recent years foreign exchange 
receipts from this source have accounted for about one third of 
the total, and have generally been large enough to more than 
offset the traditional merchandise trade deficit. 


About 95 per cent of tourist expenditures in Mexico are made 
by Americans and the expansion in the income from this source 
undoubtedly reflects the sustained prosperity in the United States. 
It may be noted, however, that tourist expenditures in Mexico 
have not generally fluctuated in close conformity to the year-to- 
year changes in United States national income. Rather they ap- 
pear to have been influenced more by the level of Mexican prices 
and the availability of tourist facilities. It is therefore quite 
likely that the booming tourist receipts, which in 1954 and 1955 
added 337 million dollars and 350 million to total foreign ex- 
change receipts respectively, compared with 314 million in 1953, 
were mainly attributable to the decline in Mexican prices in terms 
of dollars following the devaluation. 

It is evident, however, that the 36 million dollar increase in 
tourist receipts during 1953-55 was slight, compared with the 
200 million increase recorded in the same period in merchandise 
exports. Furthermore, it must be taken into account that Mex- 
ican tourist and border expenditures in the United States also 
expanded sharply since the devaluation, with the result that net 
receipts from this source actually increased by no more than 
about 19 million dollars to 195 Million during 1954 and 1955 
(Table II). 

Nevertheless, there can be little doubt that the tourist trade 
remains a key stone of Mexico's external payments position. In 
recent years sizable additions to tourist facilities have been con- 
structed and there seems to be ample room for a considerable 
further expansion of this source of foreign exchange receipts. 
Whether this will be possible or not depends on a number of 
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factors, including economic conditions in the United States. Of 
prime importance, however, will be Mexico's ability to maintain 
monetary stability and to prevent a rise in prices sufficient to 
offset any advantages the Mexican tourist industry may have 
obtained as a result of the devaluation. 


IV 

An important aspect of the analysis of the effectiveness of 
devaluation as an instrument of economic policy in Mexico centers 
on its impact on the movement of short term capital. As noted 
earlier, the 1954 devaluation was both preceded and followed by 
substantial and disruptive outflows of short terms funds that may 
be regarded as having partly represented both cause and effect 
of the devaluation. 


Private short-term capital exports in anticipation of exchange 
rate devaluation or in fear of the imposition of exchange con- 
trols have been a recurrent problem in postwar Mexico. Char- 
acteristically, these capital movements have been spasmodic in 
nature, with outward movements during periods of monetary 
instability, being followed by a reflux when stability appeared to 
be restored. The essentially temporary nature of the outflow con- 
trasts with the experience of many other countries which have 
also been subject to various degrees of monetary and exchange 
rate instability and where the recurrent fear of devaluation has 
motivated a more or less permanent efflux of funds or the in- 
vestment of liquid assets in real estate. In Mexico this form 
of inflation psychology has apparently not yet taken root; in large 
part this is to be explained by the absence of exchange restrictions 
which, by furnishing a ready mechanism for avoiding the risks 
of currency depreciation, not only discourage the flight of liquid 
assets into real estate and the like, but also serve as an incentive 
to repatriate funds whenever currency stability appears to have 
been restored. Undoubtedly, the dynamic growth and the aus- 
picious long-run prospects of the Mexican economy have also 
contributed to keeping any impairment of confidence in the peso 
a temporary phenomenon. 

Nevertheless, repeated devaluation may lead to a cumulative 
decline of confidence in the currency, making the outward move- 
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ment of private short-term funds increasingly sensitive to mon- 
etary disturbances and repatriation less responsive to financial 
recovery. This generalization is confirmed by the fact that the 
April 1954 devaluation not only failed to halt the outflow of 
short-term capital, but actually set off an even more massive ef- 
flux of funds which persisted virtually without interruption 
throughout 1954 and the early part of 1955. Moreover, with 
each successive devaluation the magnitude of the outflow has in- 
creased and the time lengthened before the direction of the out- 
flow of funds was reversed. Thus, the gross outflow of private 
short-term funds just prior and immediately after the 1954 deval- 
uation totalled some 80 million dollars and appears to have lasted 
a full five quarters until the first quarter of 1955. During the 
1949 and 1948 devaluation in contrast, the capital flight appar- 
ently lasted only about one quarter and three quarters respectively, 
and did not exceed 30 million dollars’ equivalent. 

Although the basic remedy against the flight of capital must 
be an effective monetary, fiscal, and wage policy that assures 
confidence in the currency, until these conditions are achieved 
special measures are nevertheless needed to prevent a recurrence 
of such disruptive outward movements of short-term funds as 
occurred in 1954. The principal source feeding the 1954 capital 
flight was the excessive liquidity in the monetary system and the 
ability of speculators to sell Mexican Government securities and 
other issues without the risk of capital losses in order to convert 
the peso proceeds into dollar accounts in Mexican or United 
States banks.* This was made possible by the policy of the Bank 


’ Two procedures are generally open to Mexicans who wish to avoid 
the exchange risk of peso devaluation. First, they may acquire dollar 
deposits in United States banks, either by actually transferring funds to 
this country or by failing to repatriate export earnings; secondly, they 
may establish dollar deposits in Mexican banks. The latter procedure also 
involves a capital flight to the extent that Mexican banks must acquire 
dollar assets to cover the increase in dollar deposit liabilities. Both forms 
of deposit have generally moved in the same direction; but of those 
held in the United States a greater proportion comprise savings deposits 
since they are less conveniently established or drawn upon, while those in 
Mexican banks consist mainly of temporarily idle business funds. How- 
ever, the latter offer less protection against the possible imposition of 
exchange controls. 
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of Mexico and of the Nacional Financiera (the largest govern- 
ment development bank) of supporting the prices of a wide 
range of Mexican securities at or near par. Although originally 
designed to foster domestic savings and the development of a 
government securities market, this policy furnished in 1954 one 
of the major mechanisms for the flight from the peso. 


In order to prevent a repetition of such a flight from the 
peso through the medium of securities, plans were announced last 
December by the Nacional Financiera to modify its rigid support 
policy by abandoning the repurchase commitment at or near par 
on its next issue of securities. This step, which has been under 
consideration since the latter part of 1954, would compel holders, 
at times of renewed loss of confidence in the peso, to weigh the 
virtually certain capital losses resulting from mass sales of the 
securities to finance a capital flight against the uncertainty of a 
devaluation. The issue of the new securities presumably still 
awaits solution of a number of technical problems, such as their 
relationship to already outstanding issues which carry a repur- 
chase clause and the extent to which some support of such securi- 
ties as are held by the private banks as part of their statutory 
reserve will still be necessary. 


Another measure to discourage a flight from the peso has 
already been implemented as part of the marginal reserve require- 
ments imposed in January 1955. Under these regulations, 25 per 
cent of any increase in foreign currency deposits in Mexican banks 
above the January 1955 level: must be held in the form of dollar 
deposits with Bank of Mexico and 75 per cent in the form of 
dollar bonds issued by the Nacional Financiera or the Interna- 
tional Bank. Formerly, a reserve of only 30 per cent—25 per 
cent dollar deposits and 5 per cent International Bank dollar 
bonds—was required. The stringent new regulations will pre- 
sumably deter the banks from accumulating large dollar deposits 
in the event the peso should again come under pressure. Mean- 
while, the Mexican government last February ordered a cut from 
5 to 3 per cent in the interest rate payable on foreign currency 
savings deposits held in Mexican banks, in order to encourage 
their conversion into pesos. 
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V 

There can be little doubt that another devaluation of the peso 
would do considerable harm to the Mexican economy. The 
growing awareness of this fact since the latest devaluation has 
made the preservation of exchange rate stability a basic objective 
of economic policy. This task essentially involves measures in 
the monetary and fiscal spheres designed to equilibrate effective 
demand with the available supply of goods and services at prices 
that bear a satisfactory relationship to those prevailing in the 
United States. 

In the past, the principal source of pressure on the external 
value of the peso has been the excessive expansion of domestic 
credit, particularly to the government sector. Recurrent govern- 
ment budget deficits and sizable capital requirements of the gov- 
ernment-owned financial institutions financed largely by central 
bank credit, have been of chief importance in this connection. The 
freedom of the commercial banks to extend credit to the general 
public has generally been restricted by high and complex reserve 
requirements; but since these reserve requirements have been 
mainly selective in nature, requiring the banks to hold a propor- 
tion of their deposits not only in cash, but also in government and 
other securities as well as in various types of loans, the restrain- 
ing effects have often been more apparent than real. 


On several occasions prior to the 1954 devaluation, attempts 
had been made to check the excessive increase in the money supply 
in order to protect the value of the peso. However, most of these 
attempts were unsuccessful, mainly because of the reluctance and 
inability of the government sector to curtail expenditures regarded 
as essential for the long-run economic development of the econ- 
omy and because of the pressures exerted by the banking system 
and the business community against the prolonged maintenance 
of credit restrictions. Hence, whatever steps were taken in the 
past to defend the value of the peso were chiefly in the nature 
of emergency measures that generally had to be abandoned in 
short order and before being warranted by the underlying eco- 
nomic conditions warranted it. Following the latest devaluation, 
however, there has been a perceptibly greater determination in 
official and private quarters to defend the new exchange rate; at 
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the same time the intimate relationship that exists between mon- 
etary and exchange rate stability has come to be better appreci- 
ated. Consequently, a series of measures have been put into 
effect since the middle of 1954 to keep the monetary expansion 
within bounds and to prevent Mexican and United States prices 
from getting too much out of line. 

One of the first measures taken was the utilization by the Bank 
of Mexico of the 900 million peso devaluation profit to cancel 
the state agricultural banks’ indebtedness to it, with the under- 
standing that they would have no further rediscounting privileges 
at the central bank for the time being. The rediscounting priv- 
ileges of the other government credit institutions were similarly 
restricted to periods of emergency. These direct limitations on 
the availability of credit have been effectively enforced since they 
were imposed in 1954, in contrast to similar restrictions, put into 
effect after the devaluation of 1949, which broke down very 
quickly. 

A second step to restrain the monetary expansion was taken in 
January 1955 when higher marginal reserve requirements were 
imposed on the commercial banks. These regulations increased 
from 70 to 85 per cent the proportion of demand and time de- 
posit increments to be held in the form of specified assets. Al- 
though the cash reserve requirement remained unchanged at 30 
per cent, the measure nevertheless had a contractive monetary 
effect since the larger amount of government securities required as 
part of the statutory reserve could, under the circumstances, be 
obtained only through purchases from the existing portfolio of 
the central bank. In September, these measures were further 
supplemented by the imposition of stringent marginal reserve 
requirements on savings deposits. However, since these require- 
ments were selective in nature, and mainly designed to channel 
savings into specific types of investment, their effect on the total 
availability of credit was probably also small. 

A third measure, also taken in September and aimed at check- 
ing an excessive expansion in the monetary circulation, was the 
decision to issue silver coins in denominations of 5 and 10 pesos 
as a means of encouraging the hoarding of currency and slowing 
the velocity of circulation. The total amount of silver coin 
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issued so far has been quite small and the effects so far are 
difficult to assess. Other measures put into effect have been the 
limitations imposed last fall on the direct and contingent liabil- 
ities of all banks of deposit, based on their capital and surplus; 
and more recently, the increase from 50 to 200 million pesos in the 
capitalization of the Bank of Mexico, which has required the 
commercial banks to subscribe to 49 per cent of the new stock, 
thereby reducing their capacity to expand credit. 


These monetary measures have been reinforced in the fiscal 
sphere where for the past year-and-a-half consistent budget sur- 
pluses have been achieved. The upswing in economic activity in 
the second half of 1954 served to bolster tax receipts sufficiently to 
wipe out the large deficit of the first half and to cut the budget 
deficit for the entire year from a projected 1 billion pesos to 
about 500 million. Although in 1955 the government increased 
its expenditures with a view to stimulating the country’s eco- 
nomic development, it also helped stabilize the monetary circu- 
lation by achieving a surplus which is now provisionally esti- 
mated at 486 million pesos. This budget surplus was used to 
reduce the public debt by 238 million and to raise the liquid funds 
of the Federal Government by 248 million. These favorable 
results still basically reflected the buoyant level of economic ac- 
tivity as well as improved methods of tax collection and less tax 
evasion, thus making possible a 35 per cent increase in revenues, 
to 7 billion pesos. 


For the current year a balanced budget at a level of expendi- 
tures totaling 6.7 billion pesos is projected. This is about 18 per 
cent higher than last year and is due chiefly to increased outlays 
planned for the development of communications and electric 
power and debt retirement. On the whole, the budget is rather 
conservatively framed, and barring the unlikely event of a sharp 
drop in export receipts and economic activity, the actual results 
at the end of this year should again show a sizable surplus. 
The auspicious fiscal outlook is further strengthened by the long- 
overdue tax law revision, put into effect last December, which 
significantly raises the rates and the progressiveness of the income 
tax. 
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The results of these efforts to preserve monetary stability do 
not appear very impressive at first glance. Since the devaluation 
Mexican wholesale prices and the cost of living have been rising 
without interruption, and last March reached a level about 30 
per cent above that in April 1954. This advance has been 
paralleled by the expansion in the money supply from about 
7.6 billion pesos at the time of the devaluation to 10.6 billion 
last January, an increase of nearly 40 per cent. However, while 
the extent of these increases leaves little doubt as to the existence 
of marked expansionary impulses in the economy, it can not be 
said that these developments pose an immediate threat to ex- 
change rate stability nor that they necessarily attest to the failure 
of the monetary and fiscal restraints imposed over the past year- 
and-a-half. 


In the first place it is evident that some of the initial price 
advances were mainly due to the upsurge of import prices fol- 
lowing the devaluation and were not related to an excessive 
increase in the money supply as such. Indeed, the expansion in 
the latter was partly induced by the price rises themselves, in 
the sense that a larger volume of money was required to finance 
the increased value of commercial transactions. Hence, at least 
a part of the monetary expansion might therefore be regarded as 
having been mainly “compensatory” in nature, to the extent that 
it more or less helped sustain the real income of the community 
in the face of rising prices.. 


In the second place, even though it is probably true that the 
aggregate growth in the money supply since the devaluation 
exceeded the amount just needed to compensate for externally- 
caused price increases, this expansion had other special character- 
istics. Last year, for instance, the money supply rose 1.8 billion 
pesos, equivalent to 140 million dollars, while foreign exchange 
reserves of the Bank of Mexico alone expanded about 200 million 
dollars. Obviously, therefore, the inflow of foreign exchange has 
been the primary source of the monetary expansion; and it not 
only failed to set off the usual secondary credit expansion, but 
was actually offset to a significant extent by the budget surpluses 
and the monetary restraints discussed earlier. 
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To the extent therefore that the increase in the money supply 
has been chiefly a reflection of the inflow of foreign exchange, it 
would be paradoxical to regard it as a threat to exchange rate 
stability. Clearly, since the rise in the money supply has been 
more than matched by the rise in international reserves that 
represent ready claims on foreign goods and services, any exist- 
ing inflationary gap may of course easily be narrowed by an 
expansion of imports. It is true that this would entail a decline 
in foreign exchange reserves, but under a system of fixed exchange 
rates such as exists in Mexico, the parity of the peso would not 
necessarily again be impaired as a result, unless the absolute level 
of international reserves were to fall below a certain minimum 
level. Whatever this minimum level may be, it is virtually certain 
to be substantially below the 435 million recorded in March. 

Barring the possibility of a sudden collapse in export receipts 
or a decline in domestic output, a deterioration in the foreign 
exchange position beyond that level might well reflect the fact 
that a substantial secondary credit expansion, sufficient to gen- 
erate import demand in excess of current external income, had 
taken place. Thus far such a secondary rise in the money supply 
has been avoided, and to that extent it might be said that mon- 
etary and fiscal policy has been effective in safeguarding exchange 
rate stability.“ It is important to note, moreover, that as long 
as the upward movement of prices and imports basically reflects 
an externally-caused expansion in the money supply, it can not 
be regarded as a destabilizing influence; quite on the contrary, 
such expansionary impulses reflect the natural workings of the 
balance of payments adjustment process and its inherent tenden- 
cies toward equilibrium. On the other hand, to the extent that 
the relationship between Mexico and United States prices, shown 
in the following table, still exhibits a rather comfortable margin 


* Strictly speaking, a limited monetary and income expansion in ex- 
cess of the inflow of foreign exchange will not necessarily jeopardize the 
balance of payments, unless the marginal propensity to import is unity. 
Net foreign exchange receipts of, say, 10 million dollars and marginal 
propensities to save of 0.1 and to import of 0.4 would, through the 
resulting multiplier of 2 expand money income to 20 million. However, 
out of this increment only 8 million (0.4 of 20 million) would go into 
imports, thus still leaving a surplus of 2 million. 
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in favor of Mexico, the danger of a sudden upsurge in imports 
still appears rather remote; this belief is strengthened by the fact 
that over the past three months the increase in Mexican prices 
has perceptibly slowed down, while United States prices have 
shown a rising tendency.° Quite apart from this, one might 
presume that in any event the highly protective orientation of 
Mexican commercial policy would set certain practical limits to 
the possible expansion of certain classes of imports. 


TABLE VI 
MEXICAN AND UNITED STATES WHOLESALE PRICES 
IN TERMS OF UNITED STATES DOLLARS' 


(1953=100) 
Ratio of Mexican to 


Mexico United States U.S. Wholesale Prices 
1954—I 101 100 101 
—II ve 101 71 
—IlI 74 100 74 
—[V 77 100 77 
1955—I 79 100 79 
—II 81 100 81 
—II] 83 101 82 
—IV 85 101 84 
1956—Jan 86 102 84 


1 Beginning in the second quarter of 1954 Mexican prices are deflated 
44 per cent to account for the devaluation. 
Source: Based on International Monetary Fund, 
International Financial Statistics. 


It would be somewhat unrealistic, however, to regard the up- 
ward tendency of prices and imports with complete equanimity. 
The reason is that Mexican exports, despite their diversity, are 
still highly volatile and subject to often wide fluctuations; and 
while there is no immediate likelihood of any sharp reversal in 
the export sector, such a possibility can never be completely dis- 
counted. Therefore an expansion of imports to the full extent 
of current export receipts would seem to hold certain dangers 
since the level of imports is not capable of easy downward ad- 
justment when external income falls. 


> It should be noted that insofar as an increase in Mexican prices tends 
to divert demand from domestic to imported manufactured goods, the 
resulting contractive influences on the domestic economy would tend to 
minimize the expansion in imports due to rising prices. 
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The preceding discussion suggests that the April 1954 deval- 
uation of the Mexican peso can not be singled out as the principal, 
nor perhaps even as a significant factor in the spectacular recovery 
recorded in the country’s international payments position over 
the past year-and-a-half. Considerably more important than the 
devaluation in the economic improvement were the bumper crops 
and the economic upturn in the United States, although the Mexi- 
can tourist industry undoubtedly benefited from the exchange 
rate adjustment. In general, however, it would appear that the 
Mexican economy has reached a stage at which devaluation can 
have only limited effectiveness as a method of improving the 
external position. This is mainly due to the changed composition 
of imports, which means that the income effects generated by de- 
valuation are now powerful enough to more than offset any con- 
tractive effects on imports that may result from the price changes 
that accompany an adjustment in exchange rates. And exports, 
though diversified, are still chiefly influenced by world market 
conditions, rather than by any unilateral action Mexico may take 
with respect to exchange rates. Moreover, the repeated need to 
devalue in recent years has reduced its effectiveness, in the sense 
that it has tended to undermine confidence in the peso and to 
render the outflow of liquid funds increasingly sensitive to ex- 
change rate developments. 


It would be unfair to argue however that the 1954 devaluation 
was necessarily ill-advised. At the time the decision to devalue 
was taken none of the favorable and largely fortuitous develop- 
ments that were to bolster Mexico’s external accounts beginning 
in the second half of 1954 could be foreseen, and the concern 
then existing over the severe reserve drain, the recessionary in- 
fluences from aboard, and the possible impact of countercyclical 
policies on the exchange position could not be regarded as ex- 
aggerated. 

Nevertheless, three devaluations since the end of the war have 
apparently made it increasingly clear that exchange rate adjust- 
ments can be no permanent substitute for effective monetary and 
fiscal policies. The recognition of this fact is evident from the 
steps already taken in these spheres to preserve monetary sta- 
bility and defend the present parity of the peso. Although it is 
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true that the task has been considerably lightened as a result of 
the auspicious world economic climate, it should also be recog- 
nized that the authorities have succeeded in preventing the massive 
inflow of exchange reserves from becoming the basis for a second- 
ary credit expansion and from financing a “spending spree" in 
the private and public sectors of the economy. Judging from re- 
cent official statements, moreover, the anti-inflationary policies 
hitherto pursued are not likely to be relaxed in the near future 
and, indeed, would be strengthened if inflationary tendencies 
should be intensified. 

As to the immediate period ahead, there seems to be little dan- 
ger that the present parity of the peso will again come under 
pressure. This belief is based on the continuing high level of 
world prosperity which should assure firm prices and demand for 
Mexican exports, and the prospect for another record year for 
industrial and agricultural output. Although it is true that cotton 
exports face some uncertainty, the possibility of a decline here 
is likely to be more than compensated by an expansion of other 
exports, notably nonferrous metals, sulfur, and coffee. 


Imports are also expected to expand during the remainder of the 
year, but it is improbable that the increases will be sizable enough 
to again widen the trade gap significantly. The reasons appear 
to be the greater determination to employ monetary and fiscal 
measures to safeguard economic stability, continued stringent im- 
port restrictions, and excellent prospects for this year's food crops. 
Other factors likely to sustain Mexico’s strong external position 
are the increasing foreign interest in Mexico's expanding invest- 
ment opportunities and the likelihood of another peak year for 
the tourist trade. 

On the domestic side, the continued rise in output and imports 
on the one hand, and the curbing of monetary demand on the 
other suggest that the recent tendency for prices to level off will 
continue with the danger of inflation becoming less acute in the 
months ahead. For the longer-run, however, the possibility of pre- 
serving monetary and exchange rate stability is difficult to assess. 
The continued high gear of the economic development effort, 
along with such eventualities as a succession of poor crops or a 
decline in world demand are factors that would be capable of once 
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more undermining the stability of the peso. On the other hand the 
increasing diversity of exports and the growing industrial capacity 
of the economy are likely to afford a greater cushion against such 
economic pressures than has been true heretofore. Moreover, as 
the importance of private savings and of a saving class grows in 
Mexico, the interest in and the need for maintaining a greater 
degree of monetary stability and hence also exchange rate sta- 
bility can be expected to grow. 

The period ahead offers both an opportunity and a challenge. 
The opportunity lies in the strength of the country’s current finan- 
cial position which enables Mexico to forge more rapidly ahead 
in the development and diversification of the economy and in 
building a more effective defence against the eventuality of exter- 
nal economic pressures. The challenge lies in the extent to which 
monetary and fiscal policies can be further adapted to the objective 
of achieving a stable economic environment and preserving the 
existing strength of the peso. If maximum advantage can be 
taken of the opportunities which the current export boom affords 
and if the challenges inherent in the rising rhythm of economic 
activity can be effectively dealt with, Mexico will have gone far in 
solving its basic problem of reconciling rapid economic develop- 
ment with monetary and exchange rate stability which are funda- 
mental to balanced economic growth. From all indications it 
would appear that the prospects for achieving these goals are 
considerably more auspicious now than at any other time since 
the end of the war. 


the 


ich 
as 
in 
ter 
ta- 


are 
Ace 


The Good-Partner Policy 


By Simon G. Hanson 


During the election campaign of 1948, Congressman Herter 
(R., Mass.) invited a group of businessmen to Washington to 
discuss inter-American policy. Early in the meetings the phrase 
“good-partner’” was introduced into the discussions. It was 
quickly seized upon by the more politically minded participants 
as a label which might take the bloom off the Democratic Party’s 
successful “good-neighbor’”’ policy. The suggestion of adopting 
the label “good-partner policy” was swiftly communicated to the 
candidate of the Republican Party.’ 

There was no question of content, or interest in policy content. 
It was merely an advertising-agency approach to the problem of 
erasing public recognition of an accomplishment of a previous 
administration. The play on labels was later to become standard 
tactics for the Eisenhower Administration, with both the good- 
neighbor policy and the Point 4 program—two of our rare suc- 
cesses in the field of foreign policy—rechristened, again without 
serious regard for content or for possible adverse effects on the 
conduct of foreign policy.’ 


1 Joshua B. Powers points out in Argentina's New Freedom (New York, 
1956, p. 63) that “A good partner policy in place of a good neighbor 
policy was first suggested by me in a meeting called by Christian Herter 
in Washington.” Powers happens to be one of the few genuine experts 
on inter-American relations in the business community, with the experience 
and intellectual capacity to give a policy of this kind substance and effec- 
tiveness, if he were given the official responsibility for enunciating and im- 
plementing policy. But only the label was accepted from him. 

* The concept of “partnership” for the inter-American field was actually 
President Wilson’s. The partnership concept cropped up frequently in 
Wilson’s thinking and writing as he sought to define a relationship in 
which a group of countries had to live with a neighbor which was much 
wealthier and stronger, a relationship in which the leadership of that 
neighbor must inevitably be accepted in some matters, and yet a relation- 
ship in which the materially less-developed countries could not permit 
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By the time of the Meeting of the Ministers of Finance in Rio 
(November 1954), Secretary of State Dulles had proved the point 
which he made to the Senate Appropriations Committee only five 
months after assuming direction of American foreign policy: “I 
do not think that we (the Eisenhower Administration) have yet 
found the best solution for our relations with Latin America.” * 
The good-neighbor policy had been dropped—in title and in 
content, in purpose and in objective—but the substitute actions 
(they could not seriously be classified as a policy since they had 
neither conscious purpose nor common conception of objectives) 
were being blasted as constituting the “harried-neighbor policy.” 
What General Eisenhower had criticized as a good-neighbor 
policy “become by drift and neglect a poor-neighbor policy” had 
deteriorated into no policy at all. It was time, obviously, to 
resort again to the phony expedient of labels. 


Accordingly, Secretary of the Treasury Humphrey carried to 
Rio a message from the White House in which the president asked 
the delegates to join with the United States ‘in common dedica- 
tion to the policy of the good partner.” He informed them that 
“the bonds which unite us as sovereign equals have elevated this 
neighborly relationship to one of genuine partnership.” He rede- 
fined the previous good-neighbor policy in new restricted terms 
when he said that ‘‘no longer is it sufficient to maintain the 
mutual respect and cordiality of neighbors, useful and pleasant 
as that is. In the world of today the well-being and the economic 
development—as well as the security—of all peace-loving nations 
are so closely related that we must be partners.” 


The Latin Americans, reported the New York Times, immedi- 
ately began to ask what was the difference between the good- 
neighbor and the good-partner policy, and whether the change in 
phrase was significant. Since the American delegation had ar- 


acceptance of leadership to deteriorate into subservience. As Wilson 
told his biographer (Ray Stannard Baker, Life and Letters, Volume 5, p. 
85), he saw our relations with Latin America as seeking to make us 
“partners” rather than “guardians.” At West Point on June 13, 1916, 
Wilson said: “We are already spiritual partners with both continents of 
this hemisphere.” 

8° Hearings on H. R, 6391, p. 83. 
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rived after a series of actions in the economic field which demon- 
strated a lack of good-will toward Latin America which con- 
trasted sharply with the atmosphere of the good-neighbor policy,* 
since the delegation had arrived inexcusably unprepared at the 
top level for a conference of this kind, and since the delegation 
was badly organized and out of control from the start, the launch- 
ing of the good-partner policy, as one observer has put it, 
“simply did not produce the enthusiastic reaction which Roose- 
velt’s phrase ‘the good-neighbor’ had generated more than twenty 
years before.” ° The Latins probed vigorously but unsuccessfully 
for content in the good-partner policy, left Rio still uncertain 
what the policy meant. There was equal puzzlement among their 
North American friends. 

By February 3, 1955 the President’s brother, Milton S. Eisen- 
hower was ready to elaborate. The adoption of the new label 
“signifies more than a difference of words,” he said. “It empha- 
sizes a new approach” which is a “logical evolution of the good- 
neighbor relationship.” “As good-neighbors, each American re- 
public tried in the economic field to adopt policies and pursue 
courses which would not prejudice the interests of the other mem- 
bers of the total community. Each sought in good faith to 
respond constructively to requests for cooperation and assistance 
from the others. . . . Today so inter-dependent are our destinies 
that each American republic must recognize its direct continuing 
and even selfish interest in the solution of the critical problems 
of every other member of the family.° 

From this flashy display of logorrhea, however, came nothing 
to answer the question of content. How did the good-partner 
policy differ from the good-neighbor policy? Was the difference 
a healthy one, a significant one? Since the formal utterances of 
the State Department itself and of the second State Department 
(Milton Eisenhower, Harold Stassen and Nelson Rockefeller) 
provide no clues, we are left with the need to examine the ac- 


*See “The End of the Good-Neighbor Policy,” Inter-American Eco- 
nomic Affairs, Volume 7, No. 2, pp. 3-49. 

5 The Commonweal, August 19, 1955, Charles Henry Lee, “Partners— 
but What Kind?” 

® Speech before the Dallas Council on World Affairs, Dallas, Texas. 
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tions of the period to determine what the good-partner policy 
means. Unless, of course, we accept the decision of the Republi- 
can National Convention on August 21, 1956 which abandoned 
the “good-partner policy” in the party platform, presumably 
because of its failures, and returned to the Democratic Party’s 
label (good-neighbor), presumably in the hope of cashing in 
on the political sales-values of the policy of its competitor. As 
the platform read: “The good-neighbor policy continues to prove 
its wisdom.” But first, let us examine the record: 

Financing Economic Development. The central challenge of 
American foreign economic policy in Latin America throughout 
this period was the financing of economic development. When 
the Republican Party took over, it found a vehicle—the Export- 
Import Bank—fashioned by the Congress to have the maximum 
flexibility needed to meet this challenge, endowed with abundant 
resources and by virtue of its popularity on the hill assured of 
additional funds whenever they were needed, possessed of long ex- 
perience and of the confidence of all Latin America. The first 
test of the good-partner policy is its performance in this field. 

On September 15, 1956 the Export-Import Bank was able to 
report that (a) In the three and a half-years ending June 30, 1956 
the Exim Bank had been able to hold down the increase in un- 
disbursed availabilities for Latin America (sums not yet disbursed 
on authorized credits) to some $36 million, i.e., an increase of 
less than one million dollars per month. This for an area doing a 
foreign-trade volume (exports and imports) of some $15 billion 
per year, with a population of about 180 million people. 

(b) Further, the Bank reported that in this period Latin 
America excluding Brazil had been allowed to expand its debt to 
the Bank by only $14 million, i.e., some $300,000 per month. 
This for an area with a foreign-trade volume of about $12 to $13 
billion per year, with perhaps the fastest-growing population of 
any area in the world, under a declared policy of cooperation in 
financing economic development. 

(c) Most important of all, the Bank reported that it had almost 
succeeded in eliminating financing for the basic facilities—trans- 
portation, irrigation, storage, power, etc.—which private investors 
usually find unattractive and which had therefore been considered 
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a suitable area for inter-government cooperation. Under-financ- 
ing of this economic infra-structure had been causing a severe 
lack of balance in the development of the hemisphere, and such 
financing had commonly been accepted as a top priority objec- 
tive of any cooperation by this government in economic develop- 
ment. Even so conservative a Republican as the Secretary of Com- 
merce (Sinclair Weeks) had declared that “if public loans are 
granted for the purpose of facilitating the growth of such basic 
facilities as transportation, power, irrigation, and the like, they 
can help in establishing the economic base for development 
through private channels.” 

Yet, the Export-Import Bank was able to note smugly that it 
had succeeded in holding down developmental-project authoriza- 
tion for basic facilities to about $120 million in the 42 months 
ending June 30, 1956. This for an area which had bought and 
paid for about $10 billion of U.S. exports during the same months, 
and in which U.S. private investments had earned some $2.5 
billion in the same period. 

This failure was compounded by deceit and dishonesty in the 
enunciation of policy which have rarely been duplicated in the 
history of inter-American relations. ‘‘Confusion exists in the 
public mind,” whined the Export-Import Bank in its Report to 
the Congress in 1956, “in respect to the activities of the Export- 
Import Bank and the International Bank for Reconstruction and 


Development. . . . The differences have not been widely under- 
stood, either in United States banking circles or by the public 
at large.” ’ 


This fault-finding with the public and with the American 
banking community capped three and one-half years of attempts 
to confuse the issue by blaming everybody else for not under- 
standing the Bank. During the period the Bank blamed succes- 
sively the New York Times, the Ministers of Finance of the 
American Republics, Hanson’s Latin American Letter, the Senate 


7 Report to the Congress for the Period January-June 1956, pp. 11-12. 
In this article the term ‘World Bank’’ will be used in references to the 
International Bank for Reconstruction and Development. The term ‘Exim 
Bank” is currently being used commonly for references to Export-Import 
Bank. 
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Banking and Currency Committee, and even the State Department, 
for not understanding it. And the more it denied the facts, the 
larger the facts loomed in the eyes of both Latin America and 
trained observers in the United States. At one point the Bank in 
desperation even asserted that there must be something subversive 
in the unwillingness of virtually the whole literate American com- 
munity to understand it. And in September 1956 it extended 
its psychopathic charges of “‘lack of understanding” to the general 
banking community and to the general public. 


The record of implementation of this phase of the good-partner 
policy is disgraceful in the extreme, for if partners have to lie 
to each other there can be little good in it, and if one partner 
is unable or unwilling to allow its own people to know what 
policy is, how can foreign economic policy possibly have any 
enduring qualities or broad support? 


One of the first decisions of the Eisenhower Administration 
had been to destroy the Export-Import Bank as a vehicle of co- 
operation in the economic development of Latin America and to 
put practical control of our developmental-financing policy in the 
hands of the World Bank.* There was no mystery about it. The 


®The New York banks had long worried about their inability to 
control the Exim Bank under Democratic administrations. Since it was 
a U.S. Government bank, a change in administration meant that persons 
less subject to the influence or control of the New York banks might take 
over at any time from a Republican Administration. The World Bank 
on the other hand was essentially a part of the New York banking com- 
munity. Thus, in the eyes of the New York banks, it was desirable to 
limit the function of Exim Bank as much as possible and to broaden the 
influence of the World Bank, in other words to limit Exim Bank to 
activity that might aid the New York banks directly rather than allow 
the Bank to function as an instrument of American foreign policy. 
Actually there was a clash of viewpoint and interest between the business 
community and the New York banks. Business liked the Exim Bank and 
the functions it had been performing in the development of the under- 
developed areas, and it was much less impressed with the desirability of 
turning the Bank over to the World Bank for direction. But the foreign- 
business community, though organized and even over-organized, is in- 
articulate and dismally incompetent as far as defense of its own interests 
is concerned, and thus it sat back and allowed the New York banks to 
saddle business with responsibility for actions that were actually 
adverse to it. 
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decision was known in Washington long before White House 
Reorganization Plan No. 5 shattered the autonomy of the Export- 
Import Bank. A Washington newsletter which has a wide 
audience in Latin America broke the story, and the major New 
York newspapers, Fortune Magazine, the press services, etc., fol- 
lowed in due course. At least one Latin American finance minister 
told reporters at a press conference that he had been informed 
of the decision by responsible U.S. officials. And finally even the 
Senate Banking and Currency Committee became aware of the 
situation and launched a major investigation of the status of the 
Export-Import Bank and the World Bank. 


By Spring 1954, having authorized credits for Latin American 
basic facilities of less than $10 million in over one year, the issue 
was clearly joined. When Mr. Dulles reached Caracas for the 
Tenth Inter-American Conference, he found the United States 
definitely on the defensive as far as policy on financing was con- 
cerned. As Richard Stebbins has noted, ‘“‘most of the Latin 
American governments were particularly eager to exchange views 
with the United States on hemisphere economic matters and to 
obtain a clear notion of U.S. intentions with regard to such 
questions as capital investment.” The Latins were unwilling to 
allow “mere adoption of an anti-communist resolution . . . to 
divert attention from the economic problems which most Latin 
American governments considered more urgent.” ° 


Mr. Dulles escaped only by making two commitments, each of 
which displayed more cunning than forthrightness: (1) He 
committed the Exim Bank henceforth to consider applications for 
certain types of development “on their merits.” This first of all 
was an admission that there had been a change of policy under 
Eisenhower, for consideration of developmental loan applications 
on their merits without prior application to and rejection by the 
World Bank had been standard practice under the good neighbor 
policy.*° And it implied that the Administration might consider 


® Richard P. Stebbins, The United States in World Affairs 1954 (Council 
on Foreign Relations, Harper & Bros., 1956) pp. 372, 374. 

10 The Latin Americans saw the issue as one of free access to the Exim 
Bank, of not having to go to the World Bank first, of not having a rejec- 








52 INTER-AMERICAN ECONOMIC AFFAIRS 


reverting to the policy of the previous Administration. It was 
worded deliberately to be capable of any interpretation that the 
Latins might care to make. To some it might conceivably mean 
that the United States was returning to financing of basic facilities 
at Exim Bank and was resuming control of our financial coopera- 
tion with Latin America which had been surrendered to the World 
Bank which strictly speaking had no constitutional or legal status 
in the control of American foreign policy. On the other hand, 
as it actually turned out, the commitment mean nothing. 


(2) Secondly, Dulles committed the United States to partici- 
pate in a special conference of finance ministers (Rio) to con- 
sider the problem that interested the Latins. “Having voted for 
the U. S. resolution (on anti-communism) at Caracas,” Stebbins 
notes, “they now awaited their reward in the form of definite 
guarantees of U.S. economic support.’ They were unfortunately 
not to receive the reward at Rio, and in fact were to be treated 
to still another delay when they again convened for the reward 
in Washington, at the President’s behest, in September 1956. 


The operational phase of this miserable delaying action repre- 
sents a frightful disregard of and disrespect for the dignity of 
“partners,” a very sad misuse of such a term as partners: 


(a) On March 29, 1954 the Export-Import Bank told a worried 
Senate Appropriations Subcommittee that it was a “private news- 
letter’”’** which was largely responsible for the Latin American 
belief that there had been a change of policy at the Bank. 
“There has been no change in policy,” asserted General Edgerton, 
head of the Bank. He went on to say that “there was a misap- 
prehension in many Latin American countries that the Exim Bank 


tion by the World Bank virtually doom their projects so that the retreat 
to Exim Bank was a useless exercise. Their experience with the Exim 
Bank had been good, the rate-and-terms structure had been generous 
until Eisenhower and the New York banks took over, the inter-mixture of 
considerations of U.S. policy with the economic considerations was 
helpful and appreciated as of mutual benefit. See Hearings before the 
Senate Banking and Currency Committee on S. Res. 25, Part I, pp. 
356-357. 

11 op. cit., p. 399. 

12 Possibly Hanson’s Latin American Letter. 
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had changed its policy, that there was no longer going to be any 
long-term lending or any lending for development projects.” 
And the Secretary of State had ‘‘cleared that up’ at Caracas. 
“There had been certainly nothing to be considered a policy 
change.” 


When Senator Maybank followed up with a question concern- 
ing the strange influence that a single Washington newsletter 
could have on Latin America (““They sort of blackmailed the 
Exim Bank in South America to the extent that they said your 
policies were completely changed and you did not want to make 
loans?”’), General Edgerton agreed that that had been the case. 
And he voiced the expectation that Secretary Dulles’ statement 
would be followed by applications for loans that had been with- 
held under the influence largely of the newsletter because they 
had been thought incapable of favorable consideration.” 


Now, the fact that the Bank was then in what one New York 
banker described to Fortune as a “state of suspended animation” 
by reason of the policy change,” the fact that the statistical record 
released by the Bank proved they were not lending money for 
activity that had normally fallen within the role of the Bank 
under the good-neighbor policy, the fact that a Latin American 
finance minister had recently testified that he had been informed 
officially of the change in policy, the fact that major news media 
were agreeing that a policy change had occurred, the fact that 
the Senate had been under so much pressure from business 
regarding the change in policy that a major investigation had 
been ordered,*® and the fact that any time a national policy is 
being misinterpreted by a private newsletter this government has 
the whole U.S. Foreign Service overseas and the almost daily 
contacts of Exim Bank and State Department officials with Latin 
American embassies and missions in Washington to correct such 


18 Hearings before the Senate Appropriations Subcommittee on H. R. 
7893, pp. 379-397. 

14 Fortune, November 1953, p. 114 

“5 See for instance the protest of the Export Managers Club of Chicago 
in October 1953 against the “Eisenhower administration decision to dis- 
continue development loans in favor of the World Bank,” Hearings on 
S. Res, 25, Part II, p. 1114. 
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impressions, all these facts were apparently to be submerged 
beneath a glib attribution of falseness to a newsletter’s claim that 
a policy change had occurred. Was this the good-partner at 
work? 

The Bank put other incomprehensible statements on the record 
too. For instance, on January 7, 1954, it told the House Appro- 
priations Subcommittee that “we have not made nearly all the 
loans that could have been made if national policy were the only 
consideration.” ** What could the Bank possibly have meant by 
this? That it was subscribing to a new dominance of “national 
policy?’’ That it could not accept national policy as established 
within this government and had to bow to “national policy” as 
established within the World Bank? 

Again, even as it was blaming a newsletter for the Bank’s fail- 
ure to make loans, it noted also that a pronouncement of the 
National Advisory Council provided that “the International Bank 
shall be the Bank of first recourse for development loans of the 
government type.” *" Here was the central issue—the issue of 
the role of Exim Bank on developmental financing, the role it had 
exercised under the good-neighbor policy as against its role under 
the good-partner policy. “We do not consider the same loans,” 
the Bank told the House Appropriations Subcommittee on Janu- 
ary 7, 1954, “‘we would like to stay out of the field they can serve 
well . . . because our funds are limited by statute.” ** The Bank 
had never come remotely within reach of the limit of its appro- 
ptiated resources and it had always had easy access to increases 
in lending authority from a friendly Congress, yet it was now 


16 Hearings before the House Appropriations Subcommittee on Treasury- 
Post Office Departments Appropriations for 1955, p. 700. The Bank was 
apparently engaged in flogging an old cliché on the making of political 
loans. In the early years of the Bank, it had noisily proclaimed that it 
made no political loans. By 1946 Chairman Martin was abandoning 
this fraud and admitting to the House Appropriations Committee that 
“I would say that the political angle does come in to a certain degree; 
it cannot be disregarded and it would not be honest to avoid it.” Now, 
the Bank was apparently trying to resume the old nonsense about no 
political lending. 

17 Hearings on H. R. 7893, p. 388. | 

18 Hearings before the House Appropriations Subcommittee on Treasury- 
Post Office Departments Appropriations for 1955, p. 707. 
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using as an argument for the abandonment of developmental 
financing its ‘‘restricted” funds. 

(b) From mid-1954 to mid-1956 the State Department con- 
ducted a drive to persuade Latin America and the American 
people as well on three points: First, that the fault for not 
lending more was Latin America’s, because the U.S. Exim Bank 
had a surplus of lending authority and was unable to find adequate 
applications to accept. This in the face of simultaneous asser- 
tions by the Bank itself that the role of developmental financing 
had been abandoned to the World Bank because Exim Bank funds 
were too limited for the task, in the face of urgent demands for 
financing by Latin America the rejection of which were threaten- 
ing a collapse of the whole structure of inter-American relations, 
and in the knowledge that when the World Bank turned down a 
loan it in effect committed the U.S. National Advisory Council 
also, so that subsequent submittals to the Exim Bank of the same 
data for the same application were doomed unless straight 
political considerations were to prevail—and the Exim Bank 
had just finished testifying that it did not make straight political 
loans. 


Secondly, the State Department attempted to establish that im- 
mense increases in Exim Bank loans along the needed lines were 
occurring and that this proved that the good-partner policy was 
pushing the necessary development of basic facilities. This 
turned out to be incorrect when a review of Exim Bank statistics 
was conducted. 

Finally, the Department asserted that the World Bank was now 
officially the Bank of first recourse for development loans. This 
was soon to be branded false by the Chairman of the Export- 
Import Bank himself! 

“Our government just about this time last year evolved a new 
policy with respect to the activities of the Exim Bank,” said the 
Assistant Secretary of State for Latin American Affairs on June 
14, 1955. “This government has assured Latin America that 
through the Exim Bank we will do our utmost to satisfy every ap- 
plication for an economic development loan that is sound, that is 
related to a project for which capital is not reasonably available 
from private sources or from the International Bank.”*® The 
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gimmick was that if the loan were sound the World Bank (Inter- 
national Bank) would have made it. 


In November 1955 the State Department released “Objectives 
of U.S. Foreign Policy in Latin America” in which it said flatly 
that the World Bank was the bank of first recourse and it 
identified Mr. Samuel Waugh (who was to become head of the 
Exim Bank) as a participant in the formulation of this policy.” 

On January 12, 1956 Assistant Secretary of State Holland cited 
as an objective of American policy our effort to “try to make a very 
clear statement of the policies of this government so that at home 
and abroad people who want to know where the U.S. will stand 
on any issue can with reasonable certainty prophesy in advance 
the position of the United States.” *” 


And then on June 8, 1956 Mr. Samuel Waugh told an aroused 
and angry Senate Banking and Currency Committee that it was 
not true that the World Bank was the bank of first recourse, it 
was not true that applicants were to go first to the World Bank. 
Actually, he said there had been a policy determination by the 
National Advisory Council prior to Public Law 570 of August 9, 
1954 that made “the International Bank the normal source of 
loans for government and development projects and provided 
that the Export-Import Bank should not make loans within the 
purview of the International Bank except in special cases,” but 
that since that time this had not been the policy of this govern- 
ment.** Was this clash between Holland and Waugh the “clear 
statement of policies’ which the sponsors of the good-partner 
policy felt was desirable? Undaunted, Holland went before the 
House Appropriations Subcommittee a week /ater with testimony 
that the World Bank was the first-recourse Bank. The Senate 
Banking and Currency Committee was so shaken by the clash of 
policy statements that it decided that it had more faith in the 


19 Hearings before the House Committee on Foreign Affairs, ‘The 
Mutual Security Act of 1955,” p. 318. 

”p. 17. 

*1 Hearings before House Appropriations Subcommittee (Department 
of State and Related Agencies Appropriations for 1957) p. 175. 

22 Hearing before Senate Banking and Currency Subcommittee on 
S. 3838, S. 3329, and S. 2256, p. 22. 
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State Department testimony as an indication of what was being 
done in violation of the expressed wishes of the Congress as 
revealed by the legislative history of the Exim Bank, and accord- 
ingly wrote into S. 3868 (the bill to extend the Exim Bank Act) 
a provision demanding independence for the Exim Bank from 
the influence of the World Bank and warning that ‘the Committee 
expects the Bank and its President to act accordingly.” When 
Waugh’s nomination had been up before the Senate Banking 
and Currency Committee, he had been asked ‘‘Has the Interna- 
tional Bank attempted to influence your policies with regard to 
loans or otherwise?”” And he had answered, uncertainly and 
perhaps confused, ‘“That is a subject on which I would like to 
have a little more guidance.” ** Now, he had the guidance. 

Could it be expected that the good-partner policy could win the 
confidence of the Latin Americans as long as this government did 
not choose to speak openly and frankly on policy even to its own 
citizens? Small wonder that Congressman Fernandez, after listen- 
ing to a lecture by Asst. Secretary Holland on the ‘‘new policy,” 
quietly asked: ‘Did you state what the change of policy was? 
I am not sure I understood that.” And significantly, Mr. Hol- 
land never did get around to identifying the changes in 
substance.” 

The statistical demonstration of policy was equally vague. The 
State Department had hit the road to reiterate claims of a 500% 
increase in loan authorizations since the “new policy” took effect. 
The Bank had authorized $52 million in fiscal 1954 and $285 
million for Latin America in fiscal 1955. But closer scrutiny 
revealed that of the $285 million, only $30 million or less was for 
basic facilities for development, over $100 million was to enable 
private American corporations to avoid resort to the private 
capital market (itself a violation of the basic concept of purpose 
under the legislative history of this Bank), $60 million was for 
a steel mill project as a quid pro quo to win entry for American 
petroleum companies into the Plate, and $75 million was for a 


23 Senate Banking and Currency Subcommittee, Hearings: Nomination 
of Samuel Waugh, January 20, 1956. 

24 Hearings before House Appropriations Subcommittee on Mutual 
Security Appropriations for 1956, p. 387. 
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bailout of American corporations as a sort of retroactive insur- 
ance without cost, of which only $30 million was used. 


And by the end of fiscal 1956, the authorizations in fiscal 1956 
having dropped to $157 million instead of rising to pace the 
propaganda line, and repayments by Latin America having actu- 
ally almost doubled disbursements on loans, even Asst. Secretary 
of State Holland hesitated to challenge the data. “Everywhere 
we went in Latin America,” Holland cried, “we said: Listen, 
people, the Bank is willing to lend for any purpose for which 
you can use dollars and which contributes to economic develop- 
ment . . . we will lend to government, to private enterprise, to 
mixed companies, domestic and foreign.” Somewhat startled 
at what he considered an inconsistency, Senator Fulbright inter- 
posed: “I saw Mr. Waugh (Exim Bank) last night and he told 
me himself of the enormous increase in the number of loans in the 
last six months over the preceding. I mean, it is resulting in some- 
thing, is it not?” Holland replied: ‘‘No, sir.” *° 


“It is the spirit which according to the Bible is the very im- 
portant thing,” the Secretary of State-Designate had piously 
told the Senate Foreign Relations Committee in 1953. ‘“The 
most change that is needed is a change of heart. You have got 
the machinery but the spirit is the thing that counts.” ** By mid- 
1956 the good-partner policy had been sufficiently implemented to 
demonstrate the change of heart that was involved in the shift 
from the good-neighbor policy. The good-partner had pre- 
varicated to the U.S. Congress, deceived the American public, 
under-estimated the capacity of Latin America to understand what 
was being done. The General in New Orleans had protested the 
“stop-and-go, zig and zag,” of the good-neighbor policy. But 
what had been added was merely a spirit of deception and dis- 
honesty which could not possibly improve inter-American rela- 
tions. Milton Eisenhower on November 18, 1953 had reported 
“there is need for further development which might be met by 


25 Hearings before the Senate Foreign Relations Committee, ‘The 
Mutual Security Program for Fiscal Year 1957,” p. 293. 

26 Hearings before Senate Foreign Relations Committee, on the nomina- 
tion of John Foster Dulles, January 15, 1953, p. 4. 
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public loans.” *” And the State Department had testified falsely 
that “we are trying to rely on sound government loans for the kind 
of things for which governments should assume responsibility.” ** 
But it had proved impossible to conceal the statistical record, just 
as the sloganeering had failed to conceal the spirit. On the 
central challenge of inter-American relations in this period— 
developmental financing—the good-partner policy had failed—in 
spirit, in machinery, in conception. It would be impossible to 
fool all the people all the time. 

The Brazilian-American Relationship. The failure on develop- 
mental financing policy is perhaps best illustrated in the case of 
Brazil. And here the failure is compounded by a policy of discrim- 
ination against Brazil which raises grave questions concerning the 
whole conception of inter-American relations on which the good- 
partner policy is based. 

All over the world the United States has been engaged in an 
immense struggle to win friends, to buy friends, to enlarge the 
group which will serve or seem to serve the cause of the free 
world. Brazil is almost unique in its almost desperate desire 
for intimate relations with the United States, in its constant search 
for policies which will bring the two giants of the inter-American 
community closer. There is a long historical background for this 
splendid policy, but it will suffice to start with an incident in 1938 
by reason of the names involved, and particularly the name of 
Aranha, who was to figure later in an unfortunate incident 
under the good-partner policy. 

In 1938, when the United States was about to furnish military 
aviation instructors to Argentina, Aranha called Hull’s attention 
to the difference between the friendliness of Brazil and the emerg- 
ing situation in the Plate, the implications in the event of military 
action, even the danger involved in increasing Argentina’s capacity 
to bomb Brazilian cities. He asked Hull to act with a conscious- 
ness of the traditional policy of a peculiarly close friendship with 
Brazil. Hull rejected the plea, but softened the blow with a 
reminder that the United States is most desirous of continuing 


27 Eisenhower's speech at New Orleans, October 13, 1952. 
8 Hearings before the Senate Appropriations Subcommittee on H. R. 
5502, p. 378. 
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“along our traditional course with Brazil,’ mindful of “our 
traditional policy of a peculiarly close relationship with Brazil” 
which, it seemed to Hull, “had been made much closer during 
the time that Aranha was Ambassador in Washington.” * 


The developments of the war and immediate post-war might, 
it would have been thought, have opened Washington’s eyes to 
the difference between Brazilian cooperation in peace and war, 
and that of Argentina. But it did not. The Assistant Secretary 
of State for Latin America under Truman in two paragraphs has 
both described the relationship and unconsciously explained the 
great flaw in American policy—a flaw which the proponents of 
the good-partner policy failed to comprehend and in fact tended 
to aggravate. Edward G. Miller, Jr. writes: 

“Our relations with Brazil have always been of a very 
special nature. The two countries are by far the largest in 
the inter-American community and both are linguistically 
isolated from the eighteen Spanish-speaking countries. . . . 
There has always been continuity in Brazil’s foreign policy. 
... Brazil has generally been internationally minded, and has 
aspired to close relations with the United States; the com- 
plementary nature of the economies of the two countries has 
made this a practical ambition. And Brazil has always favored 
a strong inter-American organization, in keeping with the 
internationalist orientation of her foreign policy. 

“Yet, the very fact that Brazil has aspired to special rela- 
tions with the United States on a bilateral basis carries with it 
an expectation on the part of Brazil of special treatment from 
the United States. Despite their genuine interest in a strong 
inter-American organization the Brazilians resist any tendency 
on the part of the United States to treat them on the same 
basis as other Latin American countries. This fact in itself 
has the curious psychological result that although relations be- 
tween Brazil and the United States are generally fruitful and 
constructive (Brazil was the only country to send troops to the 
European theater during World War II), they can be tem- 


29 U.S. Department of State, Foreign Relations of the United States, 
1938, Volume V, “The American Republics,” p. 318. 
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pestuous—as at time in recent years over issues of foreign aid 
and coffee prices. It also means that Brazil can be as proud 
and nationalistic as any other country, as witness the failure 
of American private and governmental efforts in recent years 
to exercise any influence over Brazil’s nationalistic petroleum 
and mineral policies. But regardless of these difficulties, 
Brazil’s over-all foreign policy remains strongly oriented to- 
ward the United States, and is a constructive and stabilizing 
factor in the community.” *° 

The key observations in that analysis of the Brazilian-American 
relationship are those which indicate Brazil's failure to be alien- 
ated despite the absence of mutuality in the effort for peculiarly 
close relations with the United States, and Brazil’s insistence on 
being as proud and nationalistic as any other country despite the 
manner in which this pride and nationalism interferes with the 
aspirations of the American oil companies. The first accounts for 
Washington's belief that it can indefinitely continue its policy of 
rejecting Brazilian overtures for a close relationship and its failure 
to offer a quid pro quo such as would be tendered any other nation, 
say Argentina, if a fraction of this good feeling were evidenced. 
The second—the resentment of the failure to admit the oil com- 
panies—accounts for what is a most dangerous extension of U.S. 
policy to outright discrimination against Brazil—something that 
can never be justified and may prove immensely costly in the 
near future. 

When Milton Eisenhower made the journey to Argentina to 
woo Peron, to link and identify U.S. interests with those of the 
dictator, he also stopped in Rio to tell the Brazilians that they 
must never expect preferential treatment from the United States. 
Now, there are two issues here; (1) In practical terms, can you 
treat a friendly country like Brazil in precisely the same manner 
that you do flagrantly unfriendly countries like Argentina, or even 
such friendly countries as Honduras or Paraguay whose whole 
status in the security, economic, and political arrangements of the 
hemisphere differs so vastly? For the fact is that Brazil does 
occupy an unusual position vis-a-vis the United States. Its im- 


80 Edward G. Miller, Jr., ““A Fresh Look at the Inter-American Com- 
munity,” Foreign Affairs, July 1955. 
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portance to the military security of the hemisphere has been 
stressed time and again before congressional committees by the 
Pentagon—this és in fact an unusual relationship. Its importance 
as a frontier of trade, in international commercial rivalry, is of a 
completely different magnitude in the American commercial and 
economic system. The $1.1 billion of direct investments. the 
earning power, the immensity of the commercial potential, the 
challenging economic potential on the basis of both physical and 
human resources add up to something that does not classify easily 
with the other members of the community; they constitute some- 
thing special. For such a relationship, you cannot lay down a 
few generalizations to apply to the whole inter-American com- 
munity and expect the Brazilian relationship to flourish under it, 
or expect Brazil to offer overtures for an intimate relationship 
indefinitely without return. In this sense, the notion that no 
bilateral policy considerations can be applied is utter rot. We 
shall make no serious progress in realization of the potential of 
the Brazilian-American relationship under a policy of assuming 
that the Brazilians are too stupid to know what is happening to 
them, that they have no alternative in policy.” 


(2) Yet, it is the extension of policy from no preferential treat- 
ment for Brazil to outright and deliberate discrimination against 
Brazil that constitutes the grievous error of the good-partner 
policy. For, there can be no justification whatever for such a 
policy under any reasonable conception of the objectives of 
American foreign policy. 


In the three and a half years ending June 30, 1956 the Export- 
Import Bank virtually suspended financing for basic facilities for 
Brazil. This for a country admittedly underbuilt on basic facili- 
ties, with a population growing more than a million per year, 
with an immense resource-potential, with rapid industrialization 
demanding an effective pacing with basic facilities if standard of 
living is to advance or at least not decline, with a special relation- 
ship and future in the field of atomic energy. 


$1 See Simon G. Hanson, “Brazilian-American Relations: Case Study in 
American Foreign Policy,” Inter-American Economic Affairs, Vol. 5, No. 
4, pp. 3-35. 
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The excuse generally offered in Rio and Washington was that 
the World Bank had dictated that no assistance be given Brazil 
until it had accomplished certain internal financial reforms which 
were quite impossible politically. (The alternative was support 
by the U.S. for an exchange turnaround to provide a capacity for 
the regime to act out of strength rather than out of weakness). 
The World Bank of course was under no obligation to act in 
furtherance of the objectives of American foreign policy but 
the Exim Bank and the National Advisory Council are not legally 
permitted to ignore these objectives, and in surrendering control 
of American financial policy to the World Bank, a very ques- 
tionable decision was being made. 


What is most remarkable, however, is that an examination of 
World Bank loans during the period reveals that it could not have 
been alone the desire to force financial reforms in Brazil that 
prompted the World Bank’s position, for the Bank itself during 
the period made a sizable loan to Colombia at a time when Colum- 
bia had a quarter of a billion dollars of commercial arrears out- 
standing in a rapidly deteriorating situation, when the policy of 
concealment of stocks caused an immense difference of opinion 
between U.S. government experts and the Colombians as to how 
much coffee was available for export, and without this figure no 
balance-of-payments estimate suitable for a financing operation 
could possibly have been made, at a time when the Colombians 
had rejected the recommendations of the International Monetary 
Fund on financial decisions to meet the crisis, at a time when graft 
was reaching unprecedented proportions and the press was getting 
the story through to the American people, at a time when U. S. 
officials were asserting that they were very uncertain as to the use 
that was being made of exchange earnings and even more uncer- 
tain as to exactly what the exchange position was, at a time when 
a vicious dictatorship was in control of the country and was elim- 
inating freedom of the press and the other attributes which are 
considered essential to sound financing. 

What in effect had happened vis-a-vis Brazil was that in a 
period of maximum financial tension incident to the growing 
pains of an industrializing economy, the World Bank had dictated, 
and the U.S. Government had accepted as a suitable objective of 
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the good-partner policy, maximum pressure upon Brazil to force an 
entry for the petroleum companies. This regardless of the poli- 
tical upheaval which such pressure if successful was certain to 
touch off, to the ultimate damage of U. S. policy all over the 
hemisphere.*? 

This was the good-partner policy at work in Brazil. Less than 
$5 million for basic facilities project financing in three years, less 
than $25 million in three and one-half years. This despite the 
countless investigations and surveys and commissions with which 
Brazil had been saddled as prerequisites to sizeable financing. For 
three years the bailout of American corporations—providing retro- 
active insurance for them without payment of premiums, as a 
reward for their carelessness on what were merely straight com- 
mercial risks—was almost the only assistance that the United 
States was permitted to provide Brazil under the policy of exerting 
maximum pressure to force a decision on petroleum from a 
country which had apparently sinned in seeking to be an especially 
close and cooperative friend of the United States. 

Nor do the terms show any mercy. When the great bailouts 
of 1953 and 1955 occurred as a service to American corporations, 
repayment within three years was stipulated for Brazil instead 
of the ten years given Argentina under a similar transaction, 
Brazil was deprived of the grace period given Argentina, the 
interest rate on the final $45 million was boosted, and even in the 
revision of terms less satisfactory terms were given Brazil than 
those accorded Argentina. Small wonder that Oswaldo Aranha, 
seeing Brazil rebuffed as usual in its attempts at a cooperative 
close relationship, seemed to sour on a life-long career of sym- 
pathetic nursing of the Brazil-American relationship to note 
that “we have done our poorest deal with our best friend.” 

Again, when Brazil needed wheat urgently in 1954 and a loan 
of $15 million was made for the purpose, for a product that the 
government would gladly have dumped without cost into other 


82In Argentina, dealing with a dictator, the same objective had been 
reached more easily. Moral and economic support for the dictator 
culminated in the $60 million steel loan as a quid pro quo for the contract 
to Standard Oil Company of California. It all seemed delightfully simple 
to the engineers of the good-partner policy until Perén fell, partly under 
the weight of the oil contract. 
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countries, an interest rate was stipulated which was one-half of 
one percent higher than that accorded Japan on a similar agri- 
cultural-surplus transaction. Why the inevitable discrimination 
against Brazil ? 

Again, the Argentine loan of $100 million in 1956 seemed to 
point up the whole issue again. In the case of Brazil the United 
States had insisted on survey after survey and full implementation 
of recommendations for administrative reforms, etc., before action 
could proceed on loans. Even the great report of the Joint 
Brazil-United States Economic Development Commission was 
allowed to gather dust, after serving the purpose of making it 
possible to delay assistance to Brazil. In Argentina, where the 
official report of the new regime had stressed that “the direct 
administration of the transport services by the Argentine Govern- 
ment had been ruinous in its effect on the undertaking and highly 
detrimental to the national economy,” the United States made no 
effort to exact promises of performance before making the $100 
million available. Said the Argentine negotiator: ‘“They extended 
the $100 million credit to us without analyzing the specific invest- 
ment to which we would devote it.” Brazil however was flogged 
constantly and even when the imminence of the Argentine loan 
compelled the Bank to make a similar loan to Brazil, it was made 
contingent on action by the Brazilian Congress to alter the 
structure of the railway system. 


Earlier in 1956, when money had been less tight, the Export- 
Import Bank had found it necessary to charge the Santos-Jundiai 
Railway (Brazil) five percent for a ten-year loan, although this 
railway was admitted to be a highly superior credit risk and an 
operating property of impressive stature relatively. For Argen- 
tina, in recognition of its historic unwillingness to cooperate, in 
recognition of the lesser economic potential for American econo- 
mic interests, in recognition of its lesser importance in hemisphere 
defense plans and of current attempts to interfere with hemis- 
phere defense plans with a call for separate action by the Plate 
nations, in recognition of the years of unsatisfactory treatment of 
American direct investment as compared with the highly satis- 
factory treatment in Brazil, the reward was eighteen years for 
repayment at the same five percent cost. (This at a time when 
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rates should have been higher in the tightening money market). 

Again, when money was still cheaper, the Bank had charged 
Vale do Rio Doce five percent for nine-year money under govern- 
ment guaranty. And for Paraguay, when money was cheaper and 
when the purpose was a pathetically urgent water supply which 
might properly have been donated by this government considering 
the circumstances, the Bank exacted five percent for a twenty- 
year loan. 

And as if these actions were not enough to convince the 
Brazilians of the discriminatory treatment being accorded them, 
the Export-Import Bank insisted on bragging to Congressional 
committees about how lucrative its dealings with Brazil have 
been, and went out of its way to cite repayment in advance of 
schedule by a Brazilian entity—which was promptly rewarded by 
being slapped with terms on a new loan that were discriminatory 
as compared with terms given Argentina. 

Is it so strange, then, that a leading Brazilian daily, Correio da 
Manha, tiring of the nonsense about developmental-financing 
assistance propagated by the United States, predicted before tthe 
Rio Meeting of the Finance Ministers that “it would run a course 
identical with that of all Pan American conferences—monotonous 
repetition of a series of recommendations that are as empty as 
they are tiresome.” 

It has been said that the policy of proferential treatment for 
Argentina and the policy of underwriting the Perén regime were 
in direct continuation of the policy of the good-neighbor. Ac- 
tually, due to Welles’ carelessness in not paying any attention 
to implementation of the periodic Argentina policy statements 
during the war, there is some statistical proof of perferential 
treatment for Argentina as against Brazil even during the war 
period. After the war, when Argentina was bleeding the Con- 
tinent in its greatest moment of need, there was again a failure 
to use the bargaining power of the United States, and treatment in 
the supply of short-supply materials which was suggested by the 
Herter Committee to involve a similar policy error.** 

And there is definite consistency of policy in (1) the appear- 


83 See House Select Committee on Foreign Aid, ‘“‘Latin America and 
the European Recovery Program, (1948). 
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ance of the State Department representative before all member 
agencies of the NAC to plead for thte Argentine bailout of 1950, 
on the grounds that Peron’s continuation in office was vital to 
the interests of the United States, that any successor government 
would represent a defeat for the United States, with the result 
that a loan at unusually good terms was given Argentina; in (2) 
the appearance of the State Department before the NAC in 1955 
to argue that the economic wnsoundness of the steel loan must 
be ignored in consideration of Perén’s cooperation in opening up 
the country to the oil companies, particularly since the steel loan 
would further strengthen Peron’s hold on Argentina which had 
become an objective of U.S. policy—this despite the long wait 
to which the Brazilians were subjected for economically sound 
steel loans and the resistance to the Colombian plea for a steel 
loan; ** and in (3) the granting of the $100 million line to 
Argentina in 1955, with deliberate disregard for the sensitivity of 
the Brazilians to any further demonstration of preferential treat- 
ment for Argentina. 

Whatever the degree to which Milton Eisenhower may have 
relied on the outgoing stewards of the good-neighbor policy in 
making the decision to underwrite Perén, this does not excuse the 
good-partner policy for the error. And the fantastic pressure on 
Brazil, represented by the World Bank’s determination that a// 
Washington developmental financing for Brazil be suspended and 
by the discriminatory treatment in such loans as did emerge 
(largely for the purpose of shielding American corporations from 
their own errors of business judgment), fails to emerge after 
study as an impressive performance for a good-partner. 

This is the more true because late in the period the Brazilian 
government released some information which indicated that the 
petroleum question did not reduce simply to the Brazilian deter- 


84 Three months after the steel loan cum oil company deal, and three 
months before the fall of Perén, the State Department told the House 
Foreign Affairs Committee (Hearings on the Mutual Security Act of 1955, 
p. 329) that “the relations between the United States and Argentina are 
today in my judgment on a more constructive basis than they have been 
in some time.’’ It might be noted that down to the last hours of the 
Perén regime the State Department briefed newsmen on the vast im- 
portance to the U.S. of a continuance of the Perén regime and the 
tragedy that would be involved if Peron fell. 
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mination to hold out for government ownership and the World 
Bank’s determination that an entry for American oil companies be 
forced, but rather involved the unwillingness of American petro- 
leum companies to accept compromise procedures which could 
have settled the issue at an earlier time: 

On February 25, 1956, Mr. Egydio da Camara Souza, Minister 
for Economic Affairs in the Brazilian Embassy in Washington, 
told the International Investment Law Conference of the Amer- 
ican Society for International Law that in 1951 President Vargas 
had invited a representative of Shell Oil to come to Brazil to 
discuss a basis for participation in the development of Brazilian 
petroleum resources. 

“Jack Reed was with full power to make a proposal and he 
did so in writing. . . . The proposal was, in one phrase, 50-50. 
And it was in writing— by Shell. President Vargas accepted 
that in principle and said to Mr. Reed “I am going to work to 
get a law by which we can go through with this deal.” Mr. 
Reed said . . . “My advice is that you should open this on the 
same condition to all the companies of the world. . . . I have 
more or less a meeting prepared with the Americans in New 
York. If you say yes to my proposal, I will fly to New York 
and we will get together with the American companies and I 
am sure that they are going to come to a deal. . . . Jack Reed 
flew to this country and had a talk with practically all the big 
companies. Standard Oil of New Jersey said ‘‘No, you are 
paying the Brazilians too much. We can get this deal 
cheaper.” And that was that... . A few days later, a director 
of Standard Oil, the general accountant or someone and a 
lawyer of the company arrived in Brazil... . They came to 
me and they said that I was wrong and that Reed was a fool. 
I told them “I am sorry that you fellows feel like that because 
if we don’t do this now, just now, which is the right moment, 
it is going to get into politics, and only God knows what will 
happen.” * 


85 The American Society of International Law, ‘International Invest- 
ment Law Conference, Washington, February 1956, pp. 35-36 of the 
session on ‘‘Legal Incentives to Investment Abroad. 

After the Minister had delivered his remarks, a representative of 
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There were two major failures in the policy on Brazil which 
Milton Eisenhower tolerated on the advice of the previous 
stewards of the policy which his brother had said was such a 
dismal failure. One was the inability to take up the Brazil rela- 
tionship as having sufficient unique considerations as to involve a 
bilateral approach. The second was the belief that policy on 
Brazil can be written by excluding a decision on petroleum until 
Brazil submits to a black-or-white choice. Until such time as oil 
plays a properly limited role in American policy toward Brazil 
and is treated as merely one industry rather than as something 
more important than all other economic and political interests of 
this government in Brazil, it is unlikely that any serious success 
will be attained in our relations in Brazil, and it is entirely pos- 
sible that we may one day see Brazil rise to shake off its tradi- 
tional apathy and contentment with a policy of begging for 
closer relations. There are, unfortunately for the United States, 
alternatives for Brazil. She might well wake to them, while the 
good-partner dreams on, unable to see petroleum as only one 
decision in the total picture rather than as the dominant black- 
or-white decision. 


Standard Oil Company of New Jersey challenged him on the facts, and 
even brought into the discussion some references to assets of the company 
whose value had been destroyed by the passage of the 1937 Constitution. 
The Brazilian promptly suggested that he address to the Embassy any 
complaint the company might want to make regarding compensation for 
nationalized properties. A month later (Appendix A of this Conference 
Report), the company reported that it had no complaint to file with the 
Brazilian government, that actually the refinery in question whose opera- 
tions had been interfered with by decree law 395 prohibiting foreigners 
from operating or owning refineries had actually not sent the company 
into the red because it had sold the land and equipment and in view of 
the rising values in Brazil had emerged in the black. 

The company representative had also protested that “as to the vast oil 
resources of Brazil, our geologists do not rate Brazil that high. Our geolo- 
gists think there are lots of places in the world where our exploration 
money can be better spent than in Brazil.” 


But on September 28, 1956, the President of Standard Oil Company 
(N.J.) stated that “there are some very promising basin areas in Brazil” 
and predicted that a great deal of oil would be found there when effec- 
tively exploited. (U.S. News and World Report, September 28, 1956, 
p- 70.) 
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Cooperation with Bolivia: Expropriation and Grant-Aid. “In 
July of 1953 Dr. Milton Eisenhower visited Bolivia with repre- 
sentatives of the State Department, the Treasury, and Commerce. 
They agreed that something should be done. In November of 
1953 we made an agreement with the Bolivian government to 
grant them assistance of an economic nature.” ** The first major 
grant program for Latin America was under way. It was un- 
fortunately coupled with the wrecking of the economy by a policy 
of expropriation without compensation, and as such carried im- 
plications in the sequence of expropriation and reward which were 
delicate in the extreme. And as was to characterize the ‘‘fresh 
mind” approach of Milton Eisenhower in much of the good- 
partner policy, the decision lacked depth of perception, it suffered 
from inadequate supervision of implementation, and it was to 
be taken to the Congress for financing successively with a maxi- 
mum of deceit. - 

“The Bolivian Government,” said Assistant Secretary of State 
Holland, “has a carefully developed plan prepared with the 
assistance of United States arid United Nations technicians to 
overcome this condition and achieve a stable situation.’”” By June 
14, 1955, he was willing to claim that “I believe that it is not in 
the least excessively optimistic to say that if the progress that 
has been made heretofore in this field is continued in a normal 
and wholesome manner, within the next short while the Bolivian 
people will achieve the ability to stand on their own feet and to 
sustain themselves without outside assistance.” *” 

What did the “progress” already made consist of? A sharp 
decline in real wages and in the standard of living as a result of 
the doubling cost of living every twelve months? Decline in the 
productivity of the mines under government ownership and a 
general deterioration in discipline among the workers? Infla- 
tion of note-issue and dissipation of reserves until the currency 
was practically worthless? Reports that American aid was not 
reaching the people in the form and at the cost intended? 


36 Hearings before the Senate Foreign Relations Committee on Mutual 
Security Act of 1955, Testimony of the State Department, p. 290-323. 

387 Hearings before the House Committee on Foreign Affairs on the 
Mutual Security Act of 1955, p. 308-311. 
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Gradual distribution of arms to civilian labor, holding out the 
promise of indiscipline under incitement with massacres dwarfing 
the hangings from the lamp-posts? 

Both the American Embassy in La Paz and the Bolivian govern- 
ment denied the claims of “progress” that were handed the US. 
Congress. On November 26, 1955 a mission of State Depart- 
ment and Export-Import Bank officials was told by the Bolivian 
government that “the present U.S. aid program does not provide 
more than subsistence to prevent the Bolivian economy from 
deteriorating further.” ** The Bolivians asked for a lump appro- 
priation of $150 million for 1956-58 ‘‘over and above the sub- 
sistence level program” if progress were to be made toward in- 
dependence. It would involve grant financing for petroleum in 
violation of the basic rules of the U.S. government, it would in- 
volve compensatory financing of unmarketable minerals whose 
production would be expanded in proportion to their uselessness 
to American security interests, and similar questionable practices.*® 
The head of the Exim Bank, whose loans to Bolivia were by then 
in effect being served only out of U.S. grants to maintain the 
fiction of ‘“‘no defaults on inter-government loans in Latin 
America” said the presentation “staggered” him. The Assistant 
Secretary of State found the analysis ‘‘modest.” 

If a continuation of this type of “progress’’ were the objective 
of the good-partner policy, the Congress might well have balked at 
additional financing, given the facts as the American Embassy saw 
them. Amembassy reported that ‘‘the gross national product not 
only did not increase in 1954-55 but it probably underwent some 


388 Minutes of the Meeting on November 26, 1955 of U.S. officials with 
the President of Bolivia and his staff in La Paz. (Available to the public 
as an unclassified document at the State Department. 

89 When State Department asserted that the U.S. was losing $50 million 
a year on the Texas City tin smelter, including tin acquisitions not needed 
by the stockpile which already surpassed security needs, and that closing 
of the smelter was obviously imperative, the Bolivian President protested 
this would mean a loss of $8 to $15 million for Bolivia and urged com- 
pensatory action possibly in the forms of loans for other mining activity 
by the government which had ruined the earning power of its existing 
mines by expropriation (the pod peonener J to be for mining of minerals 
not needed by the stockpile and not marketable competitively in world 
markets). 
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decline. . . . The agricultural reform program has apparently re- 
sulted in a lowering of production. The government has found 
the reform program more an impediment than an asset in its 
campaign to raise agricultural production.” Despite the im- 
provement in world prices of minerals “the downward trend in 
production has continued with the net result that the contribution 
of this sector to the national product was reduced.” And “in- 
dustry, commerce and construction have continued depressed 
partly as a consequence of the government’s price and labor 
policies.” The government's claims on budgetary deficits failed 
to include the horrendous losses of the government entities and 
the true deficit was probably running nearly 50% of expenditures. 
In this “welfare state” the proportion of the budget devoted to 
education, health, agriculture, public works, etc., had actually 
been reduced. Expenditures on education and health in terms of 
purchasing power had actually been declining. (When in other 
testimony before Congressional committees, U.S. officials tried to 
conceal the meagerness of the Bolivian expenditures on joint 
programs, the House Committee on Government Operations 
lashed out at such falsification and pointed out that whereas 
US. officials claimed Bolivia was contributing 8.8 times as much 
as the U.S. to joint programs, the fact was that the U.S. contribu- 
tion was 22 times as large as that of Bolivia.). Despite U.S. 
donations and the failure to pay for the stolen properties, the 
projected deficit on balance of payments was growing (deficits of 
$19 million in 1954 and $25 million in 1955 were expected to 
rise to $48 million in 1956). And the President of Bolivia cele- 
brated the anniversary of the revolution by criticizing the labor 
indiscipline and unproductivity in the mines.*° 

The State Department had testified that the Bolivian Admin- 
istration which the United States was underwriting had a four- 
point program.** By the time it testified on the ‘progress’ being 
made, there was a performance report on each of the four points. 
(1) Nationalization of the mines. This had cut production and 
resulted in frightful deficits that damaged the government's fiscal 


4° See the Embassy’s “Economic Review for 1954-55.” 
41 Hearings before Senate Foreign Relations Committee on ‘The Mutual 
Security Act of 1955, pp. 290-323. 
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position, wrecked the balance of payments, spurred the infla- 
tionary spiral, etc. Even after prices rose to eliminate the very 
factor (the decline in price of tin) which was being reiterated 
before the Congress as the cause for the whole program, produc- 
tivity continued to fall off. Paz Estenssoro blamed labor indis- 
cipline and unproductivity of the workers, while the Minister of 
Mines insisted that “the workers have actually put aside their 
bellicose attitude which was present when they were exploited by 
the tin barons and were trying to cooperate with the government.” 
And both appeared to join in the proposal that some foreign firm 
be found to take over the management of the stolen properties, 
presumably so that the hatred and violence of labor against the 
old tin barons could be transferred to the new management and 
diverted away from the government. (2) Agrarian reform, which 
the Embassy found to have cut productivity. (3) Educational 
reform, where less purchasing power was now being devoted to 
the very program that was supposed to be expanded. (4) Reor- 
ganization of the armed might of the nation. Even Perén had 
hesitated about arming civilians, but in Bolivia it was part of the 
“reform” to put arms into the hands of civilians (given the 
whole tradition of violence) to create a force that the left could 
use to its own advantage. Did the State Department consider 
this too a ‘‘Reform’’? 

By 1956, it was increasingly difficult to continue the bluff before 
Congressional committees. $53 million of outright donations, 
$6 million of so-called loans, over $110 million of concealed 
donations in the form of mineral purchases ordered by the State 
Department against the judgment of officials charged with super- 
vision of our minerals-acquisition program for defense, had not 
sufficed to stop the deterioration. In fact, $3 million of the 
funds requested for fiscal 1957 was actually drawn down before 
the funds were voted by the Congress, in an effort to avoid further 
deterioration in Bolivia. 

Apparently functioning on the theory that a year to year baffle- 
ment of the Congress is the best approach, the International Co- 
operation Administration in 1956 testified that “the United States 
plans to terminate its development assistance to Bolivia as soon 
as a satisfactory level of food importation and production can be 
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maintained without outside aid.” And when Congressman 
Wigglesworth asked whether they thought this would take two 
or three years, ICA answered that “we are hoping that can take 
place in the next year or two. . . . We are hoping it (the Bolivian 
$20 million a year direct aid) will disappear from the picture 
a year hence.”’ *? 

Was this a fair picture given the Congress? The boliviano was 
then sagging to a value about one-seventeenth that of late 1953, 
the cost-of-living advance was accelerating at a fearful pace, 
food riots were occurring and there were continuing reports that 
the Bolivian government was not getting the donated food to the 
people and was permitting intermediaries with official aid to 
interfere in the flow unnecessarily, the “‘liberal” government 
would reinstate Paz Estenssoro’s ** concentration camps after a 
brief lapse, the price of tin had recovered but there was no man- 
agement of the mines to take advantage of the market. Even as 
the U.S. turned down an application for a $5 to $6 million loan 
to pay Bolivia’s assessment for buffer stocks under the tin agree- 
ment, the former President of-Bolivia charged that the difficulty 
was not nationalization but rather that the world price which 
the U.S. had paid for tin for which it had no use now or in a 
foreseeable military exigency was still too low. The New York 
Times which supported the State Department on Bolivian policy 
found that “the economic situation could hardly be worse,” that 
the creation of the civilian military establishment putting arms 
into the hands of workers “was highly dangerous especially with 
a leader as radical as Juan Lechin.” ** 


But if this was the “realism’’ which Milton Eisenhower and 
the Department of State had emphasized in the Bolivian decision 
and in the decision to underwrite Perén as constructing ample 
justification for abandonment of principle, what emerges in an 
evaluation of policy if the ‘‘realistic’’ action proves an operational 
failure and you have in the process sacrificed principle as well? 


42 Hearings before House Appropriation Subcommittee, ‘The Mutual 
Security Appropriations for 1957,” p. 699. 

48 See interviews with Paz Estenssoro in New York World-Telegram, 
Oct. 1, 2, 1956. 
*4 September 29, 1956. 











GOOD-PARTNER POLICY 75 


On May 9, 1956 Senator Wiley asked Assistant Secretary of 
State Holland: “One of our problems in South America has 
been what you might call the tendency of certain governments 
to expropriate. What do you want to say about that?” 


Holland replied: ‘“‘I believe that the fear in the minds of in- 
vestors has been substantially reduced in some nine countries (in- 
cluding Bolivia) by a perfectly practical device which is available 
to all the hemisphere and that is the investment guaranty 
program.” *° 

Now, it must be clear that in principle, the issue in expropria- 
tion is not whether there is a device by which the burden can be 
unloaded upon the United States Government. The defense of 
American investments the world over is essentially not based on 
the ability of a new investor to shift to the U. S. Government the 
burden of holding the bag. This government had always firmly 
believed that prompt, effective and just compensation in the event 
of expropriation was the least that it could hold out for. But 
in the Bolivian case, it definitely abandoned the principle and 
proceeded to reward the expropriating authority for confiscating 
the properties refusing even to insist on a prompt valuation of 
the seized properties, even though it reported to the Congress that 
it had established that one of the properties was at least 50% 
American-owned. 

When former Senator Tydings reviewed the situation of the 
expropriated properties for the Senate Foreign Relations 
Committee, he noted that after taking over the properties, the 
Bolivian Government had unilaterally placed a valuation of 
$26 million on them and had then tried to obliterate the debt by 
saying that the companies owed it $520 million. (Similar tactics 
had been used when the oil properties were expropriated). The 
State Department had been “unwilling or unable to induce the 
Bolivian Government to fix the value of the confiscated properties 
on the one hand or to provide for eventual repayment to the 
former owners of their lost properties on the other hand.” 
Tydings noted that our government had placed itself somewhat in 


45 Hearings before the. Senate Foreign Relations Committee on “The 
Mutual Security Program for Fiscal Year 1957,” p. 281. 
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the position of an international “fence” taking the product of the 
confiscated mines without seeing that the owners are paid for it.*° 

Was this the position on expropriation that the “good-partner”’ 
policy wanted kept in mind by, say, the leftist group that had long 
been gathering strength to challenge the regime in Venezuela? 
Or must we always return to the finding that petroleum is some- 
thing special in the good-partner policy? 

There is a curious lack of devotion to principle involved, as a 
matter of fact, in the rush of oil companies to negotiate conces- 
sions in Bolivia under the new government, in the face of the 
action on the mines which indicated the regime’s contempt for the 
essential processes of foreign investment. For instance, even as 
the Chairman of Socony Mobil Oil Company was preaching that 
a way must be found to put an end to the “‘absurdity that a 
sovereign power, like a minor child, is incapable of giving in- 
vestors assurance that it will do what it specifically promises to do 
and will not do what it specifically promises not to do,” his 
company was seeking an entry into Bolivia, willing to ignore the 
Bolivian Government's repeated defiance of the basic principle 
on which the security of foreign investment depends. 


Were the oil companies indicating their agreement with Senator 
Humphrey who had flailed away at foreign investors who “exploit 


‘© Hearings before the Senate Foreign Relations Committee on the 
Mutual Security Act of 1956, p. 315. Tydings noted that the best con- 
servative valuation of the confiscatetd properties was $80 million for the 
mines and equipment, which did not include warehouse stocks above 
ground at time of seizure of over $20 million, or an estimate of ore 
reserve explored and brought into operation by the companies. In the 
period October 31, 1952 to December 31, 1955, the Bolivians paid a 
total of $2.6 million for retentions on sale of minerals. Considering the 
value of the properties and the original promise of the government to pay 
interest on principal value until compensation base was established, this 
would be less than 1% interest per year. The only other payments made 
were $3.0 million representing payment on wolfram contracts negotiated 
with U.S. Government in 1951 by the companies. The portion of one 
company owned by U.S. stockholders was put at 50 to 90%. Tydings 
noted that the companies were never given a chance to sit down with the 
authorities to try to agree on a value of the mines, and the U.S. State 
Department offered no help in setting up such a basic procedural arrange- 
ment, even though it was donating $50 per capita for the Bolivians in the 
period. 
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everybody until the country is in an uproar and the taxpayers 
here have to bail them out. I think these people ought to be 
in jail. . . . It is the same old trick all the time. Name any 
country you want where you find trouble and somebody has made 
money out of the people.” *7 


Was this the principle that brought the oil companies into 
Bolivia again? Or was it the thought that oil is something special 
under the good-partner policy, that the Department and Milton 
Eisenhower could be expected to act where oil interests are con- 
cerned in a fashion unlike that applying to other investments? 
Surely Socony Oil and the other oils knew that “exploitation” is a 
charge heard at sometime or other by every foreign investor in 
every country.“* And they must have known that someone like 
Senator Humphrey might even consider a 29% net profit on 
investment such as was being shown in Venezuela to constitute a 
case where “somebody has made money out of the people’ and 
accordingly “people who ought to be in jail.’ Did they believe 
that the sanctions of a capital market should not apply? Would 
they stand equally firm if such treatment were meted out to their 
companies by a successor government in Venezuela? 


Certainly the Bolivians were not concealing their position. 
Amembassy noted in 1956 that the Central Obrera Boliviana 
recommendations were a strong factor in the development of the 
government’s economic policy, that Juan Lechin’s views were 
well known, and that the Central Obrera continued to blast 
“Yankee Imperialism” and “international capitalism.” 

Yet, under the “realistic” surrender of principle under the good- 
partner policy, this government, while “realistically” donating 
around $170 million had not seen fit to hold firm to the position 
on expropriation which even the Roosevelt regime had adopted. 
Principle clearly had no place in American decisions whether on 
the Argentine tyrant or on the security of American foreign in- 


47 Hearings before Senate Foreign Relations Committee, ‘The Mutual 
Security Act of 1956, pp. 300-301. 

48 In fairness, it should be noted that the President of Standard Oil 
Company (N.J.) said on Sept. 28, 1956 that ‘we are not in Bolivia now 
and we don’t expect to go back under the present conditions.” (U.S. 
News and World Report). 











78 INTER-AMERICAN ECONOMIC AFFAIRS 


vestments. And yet, in late 1956 it was not clear what advantage 
had been gained from the surrender of principle. 

The Inter-American Highway. “What was your decision on the 
Inter-American Highway?” asked Senator Bridges on April 1, 
1953. “We cut that in half and slowed up the rate of progress.” 
replied Secretary of Commerce Weeks briskly. “How did you 
reach a decision on the Rama Road?” ‘We just cut it in half,” 
snapped Weeks. “We do less. Not keeping it up as fast as had 
been anticipated.” *° 

It was as simple as that. There was to be, it must be remem- 
bered, a change in the ‘‘zig-and-zag”’ characteristic which General 
Eisenhower claimed to have discovered in the good-nezghbor 
policy. For almost twenty years the Executive Branch had de- 
livered a consistent presentation on the merits of the Inter- 
American Highway project—its contribution to economic devel- 
opment, to increased earnings from trade and tourism, to closer 
cultural relations, to improved political relations and to political 
maturity, and to the security of the hemisphere. But after $31 
to $32 million had been spent on the highway by the United 
States (excluding the great wasted expenditures of the Army 
Engineers and the Rama Road donation), Senator Ferguson had 
set the tone for the good-partner policy when he contended: 
“During the period we face we have to defend America and we 
cannot go down into these countries and build these highways 
because we need highways today in Michigan and Nevada and 
the other states and our people just do not have the money. I 
have been on this road and I know what this is about.” °° 

On January 14, 1954 Asst. Secretary of State Cabot testified 
that “in the previous year the Congress had cut down the ap- 
propriation requested by the State Department * from $8 million 
to $1 million,” that for fiscal 1955 the State Department had 
asked $4 million and had been axed to $1 million by the policy- 
making Budget Bureau. It would take, Cabot said, $56 million 


4° Hearings before Senate Appropriations Subcommittee on H. R. 4974, 
p. 330 site 

5° Hearings before the Senate Appropriation Subcommittee: “Depart- 
ments of State, Justice, Commerce and the Judiciary Appropriations for 
1952,” p. 722. 

51 This was the o/d State Department figure. 
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of U.S. funds plus $28 million of local matching funds to com- 
plete the highway, “completely paved with all permanent bridge 
structures put in.” * 

But a “zag” was on the way from the “zig.” Milton Eisenhower 
had ‘‘discovered’”” on his Latin American tour that power and 
transportation are important elements in Latin American develop- 
ment. “After the Administration had a chance to study the 
Eisenhower (Milton) Report recommendations, the Cabinet had a 
meeting on March 5, 1954 at which it was decided that an addi- 
tional $5 million was to be requested.” °° “The Cabinet deci- 
sion,” noted Deputy Asst. Secretary Woodward, “was made well 
before the current Central American crisis had come to a head.” 
The Administration had not yet arrived at the point which the 
good-neighbor policy had reached, but the zig and zag was 
beginning. 

Now, in rapid succession, “‘discovery” followed on “discovery.” 
By Spring 1955 Vice-President Nixon had returned from Central 
America with his “discovery” that “for twenty-years a great pro- 
ject—the Inter-American Highway—has been in the develop- 
ment stage’”’ and “I know of no single action that the U.S. could 
take which would be of greater benefit to this area than the com- 
pletion of the Highway.” °* Not to be outdone, Assistant Secre- 
tary Holland approached the altar to offer is confession: “It has 
been my conviction since I was apprised of the facts here and I 
would say that was three or four months after I reached Wash- 
ington that a program of this character would be an exceedingly 
sound thing.” 

The good-partner was now really ready to zag after the zig 
that had caused the State Department to testify in 1954 that it 
considered it to be “of paramount importance for $1 million to 
be appropriated for the Inter-American Highway.” The White 
House told the Congress that it was time to speed the completion 
of the highway. The reasons listed by the President were identical 


°2 Hearings before House Appropriations Subcommittee: ‘Departments 
of State, Justice and Commerce Appropriations for 1955, p. 304-310. 

°8 Hearings before House Appropriations Subcommittee: “The Sup- 
plemental Appropriation Bill for 1955,” p. 668. 

54 This Week Magazine, August 7, 1955, “What I Learned in Latin 
America,” by Richard Nixon, p. 15. 
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with those presented for some two decades under the good- 
neighbor policy and only recently apparently become compre- 
hensible to the new experts. The President estimated that the 
road could be completed in a three-year period for $112.5 mil- 
lion, of which the U.S. share would be $75 million. 


In tactics, however, the good-partner policy continued to rely 
upon something less than frankness. “We feel the most econo- 
mical and efficient way to finish the Highway is to finish it within 
a reasonably short period from an engineering point of view and I 
am advised that three years meets these specifications,” the State 
Department told the House Appropriations Subcommittee. In a 
matter of minutes, the Bureau of Public Roads, which was charged 
with operational responsibility, was on its feet to challenge the 
State Department’s statement. ‘““The optimum rate would be 
about s7x years .. . it would cost $63 million on the six-year basis, 
$75 million on the three-year crash program.” °° 

Exposed to this unseemly dissention on the “team,” Congress- 
man Preston asked: “Why would it not be to the advantage of 
the countries involved to have this work done over a six-year 
period, which would give them a longer assistance period of 
employment locally and avoid the expense of having to move in 
additional Americans and heavy equipment and running this cost 
up $11 million to the taxpayers?” *° 

It was noted that “‘one of the advantages that had been sought 
from U.S. cooperation in this program was to train as many en- 
gineers, workers and machine operators in the country that they 
live in” so that the local force might be available thereafter for 
a maintenance and new-construction program, and that this ad- 
vantage was being dissipated when the program was so accelerated 
as to force the shipping down of skilled U.S. workers to replace 
local workers and the import of disproportionate types and 
quantities of heavy construction equipment. There was criticism of 
the increase in dollar outlay and the decrease in local-currency 
outlay in such a program, for dollar-short countries which would 


55 Hearings before House Appropriations Subcommittee: Department 
of Commerce and Related Agencies Appropriations for 1956, pp. 552-568. 

56 Hearings before House Appropriations Subcommittee: Department 
of Commerce and Related Agencies Appropriations for 1956, p. 568. 
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be relying on loans and grants for their share of the program. 
The Administration argued that ‘‘if the U.S. accelerates the $75 
million program it will strengthen the effort of the Central 
Americans to assure the availability of the matching funds.” But 
since the U.S. had been put on notice that the countries having 
to put up the largest matching funds would rely on loans and 
grants, this argument seemed a bit thin, even to try out on an 
ignorant Congress. 

It is instructive to record the present status of foreign-policy 
analysis in this country as reflected by the reaction of the New 
York Times to the unwillingness of the Bureau of Public Roads 
to prevaricate before the House Appropriations Cubcommittee. 
Editorialized the indignant New York Times: “The Public Roads 
Administration, with little of the sense that characterized the 
Administration’s request for a $75 million three-year authoriza- 
tion, told the House Appropriations Committee that a three-year 
program would cost $11 to 12 million more than a plan to com- 
plete the highway in six to eight years. This was enough to 
induce the Committee and the House to cut the 1956 appropria- 
tions from $25 to $8 million.” What actually did the Times 
feel the Congress was entitled to, when it asked pertinent ques- 
tions on pending legislation? Not the truth? Was this still 
another development that could be attributed to the good-partner 
policy—the notion that neither the Latins, nor the U.S. Congress, 
nor the U.S. taxpayers are entitled to know the facts on policy. 

By the time the House bill reached the Senate, the obvious in- 
consistency of the story told the House had been ironed out by 
better teamwork. Thus, when Senator Smith asked a question on 
the savings involved in the excessive speedup, the Administra- 
tion answered that “it would be difficult to arrive at a firm 
figure,” and a Senate spokesman for the measure said “there is 
no estimate available.” 

By March 26, 1956 the Administration was sufficiently em- 
boldened to come back to the House to report that it would need 
even more than the $75 million. Congressman Preston asked 
whether the $63 million estimate for a six-year program had not 


5? Hearings before Senate Appropriations Committee on H. R. 7278, 
P. 664. 
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actually included blacktopping of the road, for which additional 
funds were now being indicated. The Administration denied 
this, but it was then confronted with its previous testimony and 
backed down gracefully. By May 7, 1956 one of the more 
enthusiastic supporters of wasteful haste was disturbed to find 
and to have to voice his findings that there had apparently 
been “less cooperation from the local governments than at least 
I had hoped we would have.” But the loans and donations by 
then had been made to enable the “matching” by the Latin govern- 
ments of the U.S. funds appropriated with such a cavalier dis- 
missal of the economics of construction. The Congress had 
actually at one point come close to a comprehension of the facts, 
but the Administration had skillfully injected the communist 
issue as the clincher and there was of course no withstanding this 
tactic (“the road is a bar to any possible return of communism’’). 
Early in 1954 Congressman Bow had been a little puzzled that we 
had previously ‘“‘spent more in Guatemala than we have spent in 
any of the other countries and it is rather amazing to find that in 
the one trouble spot in this hemisphere we have spent more than 
we have in these countries still friendly to us.” °° But a Congress, 
under Democratic Party control, could hardly be expected to 
challenge the Republican zig-zag as long as it was in the direc- 
tion of more wasteful expenditure. 

Intervention in Guatemala. It is curious that one of the greatest 
achievements of the good-partner policy was perhaps the most 
widely criticized in Latin America. This was the intervention in 
Guatemala to overthrow the communist regime. 

One of Milton Eisenhower's “findings” in his historic pilgrim- 
age to Latin America had been that “the cornerstone of our inter- 
American relations is the principle of juridical equality of states’ 
and that “an essential concomitant of this principle is that of non- 
intervention in the internal affairs of others.” But it had long 
been accepted that “intervention” and “non-intervention” can be 
synonyms, and that in the inter-American community the issue 
is method rather than the abstract concept of “intervention.” 
The conclusion emerges that the good-partner policy was much 





°8 Hearings before House Appropriations Subcommittee: “The Sup- 
plemental Appropriation Bill for 1955,” p. 671. 
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less skillful in its technique of intervention than it might have 
been, much less professional than first-rate diplomacy in the sensi- 
tive inter-American community demanded. 


The conservative Brookings Institution has found that “the 
United States, intent on resisting the expansion of communist 
influence, has occasionally demanded that a very broad interpreta- 
tion be made of its doctrine of non-intervention. . . . The removal 
of a communist-oriented government in Guatemala in 1955 al- 
though ultimately regulated by the Organization of American 
States, left a considerable feeling in Latin America that the 
matter had been directly engineered by the United States.” °° 


The research staff of the Council on Foreign Relations found 
that “events in Guatemala may not have conformed very exactly 
to the doctrine of non-intervention and may not have set ar 
altogether wholesome precedent in inter-American relations. . . . 
Some continued to feel that the methods eventually employed 
against international communism in Guatemala left something to 
be desired in terms of both the techniques selected and the 
results achieved. . . . Earlier and wider perception of what was 
brewing in Guatemala might perhaps have rendered such drastic 
last-minute action unnecessary.” °° 


Arthur P. Whitaker, a distinguished authority in the field, found 
that “while one may agree, with some reservations, that, as Mr. 
Dulles claimed, the Guatemalan settlement was ‘a triumph for the 
system of balance between regional organization and world or- 
ganization,’ it was by no means a triumph either for the OAS or 
for the diplomacy of the United States. In fact, leaving aside the 
balance of international organizations, we may otherwise agree 
with Mr. Atlee that the whole affair leaves a ‘rather unpleasant 
taste in one’s mouth.’ If we are going to talk multilaterally, we 
should also act multilaterally, whether through the UN or the 
OAS, as each occasion requires.” © 


59 William Reitzel, Morton A. Kaplan, Constance G. Coblenz, United 
States Foreign Policy 1945-55 (The Brookings Institution, Washington 
1956), p. 82. 

6° Stebbins, op. cit., pp. 383, 390. 

61 Arthur P. Whitaker, “Guatemala, OAS and U.S.,” Foreign Policy 
Bulletin, September 1, 1954, p. 7. 
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The New York Times found that “the overthrow of the com- 
munists in Guatemala was a major victory for the United States. 
The credit was Mr. Peurifoy’s (the U.S. Ambassador) and the 
victory bore the unmistakable mark of the Peurifoy methods. .. . 
The pressure exerted on Guatemala exploded in a revolution in 
June 1954... for nearly two weeks Peurifoy manoeuvered against 
President Arbenz’ efforts to stay in power or at least to save 
something of the communists’ power.” * 

It was clearly a radical departure in the methodology of the 
non-intervention principle, and something that clearly distin- 
guishes the good-partner policy from the good-neighbor policy, 
to have an American ambassador who had been sent in to make 
a survey of the Guatemalan situation quoted as going home ‘“‘to 
settle the plan of action” and quoted as saying that he expected 
“it would take him another three or four months to do the job.” 
And it was a radical departure to have an American Ambassador 
quoted jokingly two days after the victory as saying that ‘‘people 
are complaining that I was forty-five minutes off schedule.” * 

By mid-1956 the technique by which the “United States courted 
charges of intervention on behalf of the anti-communist victors 
that have not since ceased to be heard in a part of the world where 
the word intervencién is like a curse,”** was occasioning in- 
creasing concern as doubts concerning the democratic orientation 
of the successor government arose to cause the New York Times 
to ask whether “from the standpoint of U.S. policy this means 
renewed doubts in Latin America about our “‘intervention’”’ in 
assisting Castillo to power.” It was true that the road had been 
opened for the petroleum companies to enter Guatemala. But 
this could not in all cases be the criterion by which the effective- 
ness of American foreign policy and particularly the good-partner 
policy was to be judged. 

But the issue which is embodied in Whitaker’s conclusion that 
“the United States did not try hard enough to obtain appropriate 
action through OAS channels” °° may be the core of the problem, 


62 August 13, 1955. 

63 July 18, 1954. 

6§ New York Times, May 29, 1956. 
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for there is no evidence in three and one-half years of the good- 
partner of any serious interest in revitalizing the machinery of the 
inter-American system, and there is some evidence of sheer dis- 
respect for the machinery which is inconsistent with the long- 
range interest of the United States. 

The Inter-American Machinery. Toward the end of the fourth 
year of the good-partner policy, the Inter-American Committee of 
Presidential Representatives met in Washington on the call of 
President Eisenhower to prepare “concrete recommendations for 
making our Organization of American States a more effective in- 
strument in these fields of cooperative effort that affect the wel- 
fare of our peoples.” After three days of “intensive work’ in 
secret sessions, the Committee revealed that it had succeeded in 
“identifying” in general terms the problems which North Ameti- 
cans and Latin Americans alike had been “identifying” in specific 
terms for a generation. It was the latest in a series of delaying 
actions by the United States, with the noteworthy distinction 
that this time it was agreed that the Committee would meet again 
twice rather than once before making specific recommendations. 
Since it had theretofore been possible for the United States to 
stall only from meeting to meeting, the Administration quite 
properly considered this a splendid advance. 


The position of the United States on the role of the inter- 
American machinery in the economic field has always been that 
on the central issues the machinery is useless except in time of war. 
The United States knows the Latin position: more and softer 
loans, concealed grants through commodity agreements to raise 
prices to the American consumer and to underwrite unsalable 
surpluses that might follow abandonment of the free market; 
maintenance of U.S. farm policy to the extent that it involves 
steady evacuation of foreign markets by the United States in tradi- 
tional exports like cotton and wheat and maintenance of world 
market prices that permit heavy profitable expansion of Latin 


America until June 29, after both Arbenz and the military junta which 
first succeeded him had been ousted and when it only remained to bring 
about a settlement between two anti-communist factions in Guatemala. . . 
that was no job for the Peace Committee and in fact it was done on 
July 1 through other than OAS channels.” 
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American exports at the expense of U.S. farmers; lower U.S. 
trade barriers to the accompaniment of steadily rising barriers in 
Latin America; no cessation of “stockpiling” by the United States 
and indeed a guarantee that purchases beyond security needs will 
be continued in the pattern of the zinc and lead purchase-programs 
which have no relationship with hemisphere-security require- 
ments; a steady proliferation of the structure of financing agencies 
and of the bureaucratic machinery regardless of duplication or 
need; hands off on the deficiencies of Latin American public policy 
which are essentially the real reason why Latin economic develop- 
ment has been slower than desired. 

And the Latins know the U.S. position too: sound financing 
for sound development; a reluctance to expand the organiza- 
tional structure of financing since proliferation does not make for 
sounder operations; opposition to commodity agreements by rea- 
son of the unsatisfactory experience to date and the unwillingness 
to extend internationally the fiasco of our domestic farm policy; 
the necessity for U.S. domestic political purposes of recapturing 
our traditional place in world markets for farm products even 
though it means lowering the umbrella over the price structure 
which had brought an expanded volume of exports for the Latins; 
a profound distaste for the deficiencies of internal public policy 
in Latin America to which is attributed the relatively unsatisfactory 
state of economic development and without a correction of which 
the U. S. believes external aid of any sort must necessarily fall far 
short of its potential. 

This understanding of each other's position and the funda- 
mental disrespect for each other’s position have formed at best a 
brittle basis for the expansion of the inter-American machinery in 
the economic field. The occasional largely-meaningless conces- 
sion by the United States for the purpose of winning a political 
concession, and a continuing combination of impatient mendicancy 
and polite blackmail on the part of Latin America, had almost 
exhausted their potential by the time the good-partner policy was 
initiated. 

Thus, the United States had accepted the economic work at the 
Pan American Union as both unsatisfactory qualitatively and un- 
related to the essential issues of interAmerican cooperation. 
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Although it might have moved to improve the work, it preferred 
to let the Latins set the pace, reasoning that at least no harm was 
being done, and if Latin America derived satisfaction from the 
expenditure of a few hundred thousand dollars, it was all to the 
good. When the UN Economic Commission for Latin America 
was proposed, on a prospectus that indicated that all its functions 
might better be performed at the Union, the U.S. concluded that 
although it was unlikely to do much good and might even dupli- 
cate machinery already existing, it was also unlikely to do any 
harm, and if the Latin Americans derived satisfaction from it, the 
half million or so a year should not serve as an obstacle to U.S. 
approval. The U.S., in other words, “went along.” It was not 
until 1955-56 when belatedly the State Department realized that 
it had in fact approved the establishment of a propaganda or- 
ganization for state socialism and other economic practices of 
questionable merit, that it decided to put a watchdog into San- 
tiago to sanitate the situation. 

At the higher level, the Economic and Social Council had been 
set up as offering no essential interference with U.S. policy and 
again as such acceptable to the United States if it soothed the 
Latin Americans. (The Financial and Economic Commission in 
wartime had actually been of use to the United States). It is 
instructive to note that when Carlos Davila returned to the Pan- 
American Union, his first inspiration was to try to convince the 
Latin American governments that their failure to use first-class 
representatives for this work was dooming the whole business, 
that it was largely a matter of indifference to the U.S. what results 
were achieved by such commissions at the Union, and that it is the 
Latins who must labor to build the prestige of such bodies. The 
Latins largely failed to grasp the point. 


Again, still higher, the succession of conferences at the Cabinet 
level have represented for the United States (a) a forum for 
enunciation of a familiar position, and (b) the challenge of 
getting in and out of towns where the meetings are held without 
substantial retreat from the position. That is to say, a wholly 
negative concept. 

There has never been, and this antedates the good-partner 
policy, in the U.S. use of the inter-American economic machinery 
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in peacetime, any conception of leadership, any acceptance of the 
responsibility of leadership. The capacity for conceptual think- 
ing is at best narrowly rationed in the State Department and 
there is virtually none to spare for the Latin American field. In 
a sense, then, the good-partner policy was only following in the 
tradition of the good-neighbor policy in its use of the inter- 
American machinery from 1953 to 1956. 

At the Tenth Inter-American Conference in Caracas in 1954, 
the U.S. objectives were clear: to obtain a clear condemnation of 
communism in Guatemala, or failing that, at least a resolution 
condemning international communist intervention in general. But 
it was equally clear that most Latin American governments be- 
lieved economic problems to be more urgent than the Guatemalan 
situation and that they were profoundly disturbed by the change 
in developmental-financing policy in Washington under the good- 
partner policy. 

“On the economic side,”’ wrote a fine reporter with a somewhat’ 
inadequate comprehension of the making of public policy, “it was 
not possible to achieve anything very positive, but the North 
American delegation did the next best thing by showing a willing- 
ness to listen, to sympathize and to negotiate.” There was a prom- 
ise by Mr. Dulles to work for ‘good economic relations” which 
seemed to lack freshness. And, the reporter went on, ‘the most 
important move in this field was not only to agree to a hemisphere 
economic conference but to offer to play host to the meeting in 
Washington.” The reporter might have noted that we had come 
out of other meetings with the same “concession” to listen and 
talk. Having defaulted on economic-policy leadership, the U.S. 
delegation flew home. Concluded the reporter: ‘“The Organiza- 
tion of American States had sailed through the Caracas Confer- 
ence with flying colors.” Had it? If slipping in and out of 
town without an economic commitment was the criterion of the 
success of a conference, the U. S. clearly had suffered a success in 
Caracas. 


66 An Assistant Secretary of State told the writer in 1944 that the 
Department is simply no place for a man who wants to think, it is a 
mistake for such a man to come into the Department. 

67 Herbert L. Matthews, “U.S. Success at Caracas,” Foreign Policy 
Bulletin, May 1, 1954, p. 1, 2, 8. 
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Nine months later the Latins came to Rio to collect on the 
promise. The U.S. delegation arrived empty-handed. The Latins 
had now for almost two years been given a demonstration of the 
unwillingness of the Administration to finance basic facilities so 
that in a very true sense they had actually lost ground in economic 
relationships since the good-neighbor policy ended. They were 
given a new name for the new policy, but this was hardly the 
reward promised in Caracas. The United States would not accept 
further proliferation of the financing structure in the form of an 
inter-American bank. It would not consent to price-stabilization 
agreements for commodities.°* The one concession that the U.S. 
made was of questionable importance to Latin America and de- 
rived from a different motivation: the U.S. agreed to support the 
International Finance Corporation, on information from the New 
York banking community that the device might actually be of 
service to the private banking community and one which they 
could hope to control and manipulate advantageously.” 


°8 Senator Capehart seems to have made one commitment of import- 
ance to commodity speculators. The White House had seized upon public 
dissatisfaction with the great rise in the price of coffee to order an FTC 
investigation. Simultaneously the Senate Banking and Currency Com- 
mittee under Capehart decided to cash in on the political values of such 
public dissatisfaction. Both investigations concluded that there were 
practices on the N.Y. Coffee and Sugar Exchange that were not in the 
public interest and that it would be desirable to place the Exchange 
under the Commodity Exchange Authority. The head of the Senate sub- 
committee told the press that the subcommittee would so recommend 
But when Capehart returned from Latin America, he told the press that 
he had made some commitment while in Rio and that accordingly he 
could not allow the subcommittee to recommend regulation of the Ex- 
change. Since properly regulated commodity exchanges are advantageous 
to both producers and consumers, the Capehart commitment could only 
serve speculators here and abroad. Finance Minister Aranha in Brazil 
had in fact protested a speculative activity on the exchanges as 
not being in the interest of either Brazil or the U.S. But Capehart’s 
commitment prevailed. A year later, the U. S. consumer was under a new 
$200 million per year fraud deriving from speculative activity in coffee. 
And the Administration was yielding to speculators’ pressure even in the 
release of statistical material calculated to correct the trend in the market. 
Whatever might be this government's position on commodity agreements, 
this Administration clearly had the deepest sympathy for speculators who 
might create their own agreements or their own situations. 


°° This position illustrates again an interest cleavage between the in- 
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The Administration had not even had the competence to name 
a delegation which would accept discipline and accordingly the 
delegation was subjected to the shame of dissention widely pub- 
licized in both the Latin and North American press. The Con- 
ference ended dismally with a tribute to ‘‘the absolute independ- 
ence of thought prevailing in this hemisphere’ and to “the energy 
of the discussion.” The United States contributed on its part a 
new commitment to meet again with the Latins in 1956. For the 
U.S., it was a success. The delegation had slipped in and out of 
Rio without a serious commitment, without exhibiting any leader- 
ship or even a desire to lead. 

As the months went on, the good-partner policy leaned heavily 
on the device of “listening sympathetically” and doing nothing. 
The President himself summoned the heads of Canada and 
Mexico to White Sulphur Springs for a meeting without agenda 
or purpose as far as the Mexicans could determine. The Mexican 
President had hardly returned home and expressed his gratifica- 
tion at the distinction thus accorded him, when the good-partner 
lowered the boom on Mexico with a cotton-policy designed to 
recapture our “legitimate” share of the world cotton market from 
Mexico. 

In mid-1956 Panama’s desire to commemorate the first Pan 
American conference provided the White House with an occasion 
to demonstrate publicly the returning health of the President. 
Accordingly, the President took off for Panama to join with his 
colleagues in agreeing that the “full realization of the destiny 
of the Americas is inseparable from the economic and social 
development of its peoples.” Since he had again come empty- 
handed, he resorted to the now-obsolete device of proposing still 
another conference to be held in Washington. It was this Com- 
mittee of Presidential Representatives meeting in September 1956 
that was able to “identify” in general terms such problems as the 
desirability of better housing, less disease, more financial co- 
operation, industrial development and the like, and that was able 
to suggest the inevitable meeting to follow—in this case two 


dustrial-investor group and the banking group in New York. In many 
instances, business has taken the blame in Latin America for policy- 
control under the good-partner policy which is actually limited to a very 
few New York banks. 
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meetings, double the ordinary procedure in token apparently of 
the fact that this was a group of Presidential representatives 
rather than mere members of Cabinets. 

It must have been apparent by late 1956 that the confabulations 
of presidents, cabinets and presidential advisors could achieve 
nothing as long as they were conceived in bad faith and dedicated 
to the principle that the U.S. would not assume leadership. _ It 
was frequently protested in Washington—and not incorrectly— 
that Latin America was interested in booty rather than in coopera- 
tion." But two things were clear and both reflected on the good- 
partner policy: (1) To the extent that the U. S. had been unwilling 
to expound truthfully its policy of curtailing development-financ- 
ing, the good-partner policy involved the risk of a loss of confi- 
dence in this government which could be very costly in a moment 
of crisis, and (2) It ill became a Republican Administration to 
forget the warning of the President who had suggested that it is 
impossible to fool all the people all the time, for the time was 
bound to come when the announcement of still another confabu- 
lation would simply not win friends or influence people. In fact, 
by late 1956 the time had probably arrived. 

Underwriting Perén. ‘Given such conduct in the ordinary 
climate of policy enunciation and justification, it is not surprising 
to see the twist given the good-partner policy in the heat of the 
presidential campaign in 1956. 

On September 25, 1956 the candidate of the Democratic Party 
made the mistake of charging that under the good-partner policy 
the U.S. had chosen to appease Perén and that it had made loans 
to Perén from which Perén had piled up great balances in Switzer- 
land for his own use. 

The candidate had swung twice and hit two foul balls, for it 
was generally known (1) that the policy of appeasing Perén had 
been first adopted by the Democratic Administration and that the 
decision to continue to underwrite Perén had been made by 
Eisenhower out of the “wisdom” of the previous administrators 
of policy; “* and (2) that actually no dollars had been disbursed 


7° One Latin American representative set the tone of the Latin American 
contribution to the Washington meeting with the statement that ‘the U.S. 
wants to give and we want to receive.” 
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by the Exim Bank for Argentine account under the loans made 
by the Eisenhower Administration, so that Perdn could not have 
accumulated balances out of these funds. 


Unfortunately the Administration went over to the attack and 
began to swing as wildly as the opposition. President Eisenhower 
himself on September 27 told his press conference that ‘from 
the time I came in until Perén went out the government did not 
sign one single loan agreement with Peron.” Secretary Dulles by 
October 2 climbed aboard with a devious statement that “we 
should get credit (for Perén’s departure) in this sense, that we 
did not by our open intervention bring into play forces which could 
have kept him in power and we allowed the natural forces to 
prevail which took him out of power.” A day later, former 
Governor Thomas Dewey, to whom the historic choice of the 
phrase “good-partner’”’ had been rushed during his 1948 campaign, 
pontificated that “‘after the Republicans took over not one dime 
went to the rotten Argentine dictator.” 


The facts were quickly brought out by the press. Alberto 
Gainza Paz, famous editor of the famous La Prensa in Buenos 
Aires wired the Herald-Tribune that “the Eisenhower Administra- 
tion—obviously badly misinformed—apparently thought that the 
Argentine dictatorship was so strong that realism in politics made 
appeasement advisable;” that ‘Peron had only to promise to 
behave a little better in order to obtain a sort of moral support;” 
that “this policy of appeasement and friendship was highlighted 
by the Milton Eisenhower visit in 1953 and the praise bestowed 


71 There is a curious commentary on the nature of the issue in the cor- 
respondence of Ambassador Messersmith with Harry Dexter White. 
Messersmith wrote in 1946: “One of the difficulties I am going to have 
is that I shall have inadequate implements with which to work. Our 
relations with the Argentine presently and the Argentine situation do not 
grow so much out of the Argentine attitude during the war and since 
but they have for their background situations which existed for many 
years before the war and to which we did not give adequate attention. 
We have wounded the Argentine to the quick, and by that I mean all 
classes in Argentina, by the manner in which we have carried through 
the sanitary laws of our Government.” (Hearings before the Senate 
Judiciary Subcommittee on S. Res. 58, Part 30, p. 2514.) 

By 1946 the issue in Argentine was clearly joined. And it did not 
consist of the sanitary laws. 
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upon the dictators by outstanding U. S. officials; that “one of them 
even compared the Argentine dictator with George Washington.” 
Gainza Paz went on to note that the Eisenhower regime actually 
made two loans, not one, to the Perén regime. The non-signing 
of the agreements was actually only a technicality, for it is the 
authorization of the credits that is used by the borrower for 
prestige-purposes, that in this case proved that Perén had won 
underwriting by the Eisenhower Administration. 


For almost a year the U.S. Government had in fact kept hidden 
from the American press and public a loan authorized February 
11, 1954 for Perén’s railways. When at long last the news leaked 
out on January 28, 1955 the Exim Bank was thrown into a panic 
when a reporter tried to track down the terms of the loan. (This 
was the period when basic-facility financing had been virtually 
abandoned by the Exim Bank for friendly democratic nations like 
Brazil). And in the case of the second loan, the discussions at 
the National Advisory Council (NAC) indicate that the State 
Department regarded the loan as important politically as a gesture 
of our solidarity with Perén and as important economically be- 
cause it was a quid quo for Perdn’s decision to permit the 
entrance of the American oil companies into Argentina, which 
was the focus economically of American policy toward Argentina. 


It is now no secret that down virtually to the day of the over- 
throw of Perén, State Department officials were briefing newsmen 
on their concern lest Perén be overthrown in favor of another 
regime, on the theory that any successor regime would be worse 
for the U. S. than Peron. 


Gainza Paz took comfort on October 1, 1956 in the thought 
that “what Stevenson and Eisenhower and Dulles are saying may 
mean the end of that wrong policy that has the same smile and 
the same promise to help any government—the democratic as well 
as the most shameful dictatorship; practically, the pretence of 
international indifference has become the worst kind of interven- 
tion.”” Since the exponents of the good-partner policy were still 
unable to speak truthfully in the face of overwhelming evidence, 
it was wishful thinking, however, to believe that a serious change 
in viewpoint would arise from this experience. 
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Methodology. In extenuation of the deceit and misrepresenta- 
tion of the good-partner policy, it has sometimes been argued in 
Washington that these characteristics must in fairness be viewed 
in the broader context of their place in the general policy picture 
of the period. For instance, although Secretary of Agriculture 
Benson had insisted that “‘a government warehouse is not a 
market’’ when he tried to sell his farm policy domestically, he had 
persisted in the threat to orderly marketing and production of 
minerals by accumulating minezals which had no relationship 
with either the short-term or long-term stockpile requirements, 
and in publicizing his barter of farm surpluses for minerals as 
though the incoming minerals had some usefulness. As a corol- 
lary of the misrepresentation to the American people for domestic 
political purposes, it was inevitable that damage occurred in the 
inter-American community, for the Latins quite properly could 
argue that this device was considered perfectly sound by the 
United States and that they had a perfect right therefore to 
demand a continuation of the accumulation of their excess pro- 
duction by the U.S. whatever the circumstances. Again, the 
transfer of farm surpluses for local currencies for dismally long 
terms with little or no chance of repatriation of the loans by U. S. 
taxpayers eventually, which had been violently challenged by such 
countries as Uruguay, had continued to be misrepresented to the 
American public as constituting “sales” in the true sense of the 
word. And it was difficult to put the transactions in their proper 
light for the purposes of the good-partner policy as long as this 
domestic misrepresentation was necessary.” 

The breadth of the policy of deception, however, can hardly 
serve as an excuse for its application to the inter-American field 
on the scale it was practiced from 1953 to 1956. And in fact, 
it is particularly dangerous in the inter-American field, for there is 
virtually no press coverage or editorial analysis of Latin America 
in this country, there are no serious university analysis or research 
programs for Latin American problems, and the only interest 


72 Actually the Latin Americans had no right to complain about their net 
relationship under our farm-surplus disposal program. On balance they 
gained more from the terms on which the U.S. donated the surpluses 
than they lost from the invasion of their markets—as an area, that is. 
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shown by the major foundations has been in studies that would 
safely backstop the viewpoint of the Executive Branch of the 
Government. Under these circumstances, foreign policy based 
on misrepresentation and deceit comes close to the device of 
totalitarian governments. 


Summary. At Dallas in 1955 Milton Eisenhower said that he 
knew “of no period in which inter-American relations have under- 
gone greater change’ than in the months since he drafted his 
report for the President. How true! 


In the space of a few months, the spirit of the good-neighbor 
policy which consisted of sincerity of interest, mutual respect, and 
confidence in each other, had been replaced by the good-partner’s 
successive demonstrations of bad faith and by disrespect in the 
form of a belief that our partners could be deceived indefinitely. 
Aud Mr. Dulles himself had argued, it will be remembered, that 
it ““is the spirit which counts.” 


In the space of a few months, there had been a major retrogres- 
sion in the field of cooperation in economic development which 
could no longer be concealed from our partners. There had been 
serious deterioration in our relations with our most important 
friend in Latin America—Brazil. We had underwritten unsuc- 
cessfully a dictator of Perén’s stripe and thereby raised serious 
question as to the real concern of the U.S. with democracy any- 
where in Latin America. We were floundering in Bolivia with 
the first major grant program in the area and in the process were 
deliberately endangering a major principle of foreign investment 
which posed a serious threat to the security of investments all 
over the hemisphere. 


In the space of a few months, it had become standard practice 
to withhold the truth from the Congress and the people on the 
assumption that they had no way of finding out what was true 
and what was false. And it had become standard practice at 
successive inter-American meetings to avoid the central issues in a 
fashion which almost constituted a display of contempt for the 
aspirations of our neighbors. 


There was by 1956 no challenging the findings of the scholars 
of the Brookings Institution that “while the U.S. position in 
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respect to Latin America is still a tenable one at bottom, its in- 
definite continuance without re-examination cannot be taken for 
granted.” ** Sloganeering had failed. 


73 Op. cit., p. 82. 





